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Facilitating Business Enterprise
THE
public accountant as a useful
instrument in the business world is
brought sharply into prominence at the
present time when so many business enterprises require additional capital.
The daily papers during the past four
months have carried an unusually large
number of advertisements offering securities of various kinds. Occasionally an advertisement has appeared as a matter of
record. In the main, the purpose has been
to appeal to the individual investor.
The demand for additional capital is not
difficult to understand; nor is the cause
difficult to trace. The tremendous increase
in the general price level, largely growing
out of the vast destruction of capital incident to the recent war, explains the demand. What is more natural, if labor and
material cost twice as much now as they
did five years ago, than that any concern,
even without increasing its volume of business, should need twice as much capital for
payroll and material purchases?
The individual investor in the last
analysis furnishes the capital for the enterprise of the country. In the past, he has
done so somewhat blindly. He has often
paid the price. To-day, in many instances,
he approaches an offering of investment
with mixed emotions of desire and fear.
He is anxious for adequate returns, yet
fearful lest he lose his principal. He may
1

sometimes ponder over the trustworthiness
of corporations which issue securities, yet
he is forced almost to consider corporate
securities if he wishes a return higher than
that yielded by savings bank deposits and
government bonds. Many harsh and unkind things have been said of corporations.
Seldom has anyone pointed out the service
which the corporation has rendered to the
United States of America, in making possible the vast aggregations of capital necessary to develop the country in a business
way. Incidentally, the corporation provides for the small investor an opportunity
to participate in a large investment.
It is as the independent intermediary between those involved in the organization
and conduct of business enterprises and the
individual investor that the public accountant plays one of his most effective rôles.
Being skilled in the matter of accounts and
accounting; possessing unassailable integrity; having access to the books and
records of the business concern; given the
opportunity to satisfy himself as to the
accuracy of thefinancialdata and the financial representations of the company, he is
in a position to assure the prospective investor thereof and so perform a service
which is of value to both parties at interest.
Some investors have been quick to catch
the idea and to see the significance of the
accountant's certificate in connection with
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public offerings. Some who have had securities to offer have realized the advantage of having the name of a good firm of
accountants on the offering as well as the
names of reputable lawyers, engineers, or
appraisers.
The accountant's opportunity for service
in this respect is great. So is his responsibility. He stands in the unique position of

January

one who renders a dual service. He must
therefore serve with the utmost care. The
growing enlightenment of the investing
public as well as of the entrepreneur is
likely to bring increasing opportunity for
service along these lines to the public accountant. It should not be an unwelcome
feeling, that of helping to facilitate business enterprise.

Some Successes and Failures in Profit Sharing (Continued)
A N Y attempt to give an idea in terms
of percentage of the development of
profit-sharing in the United States fails because of the vastness of enterprise and the
large number of business organizations in
this country. T o compare the number of
instances in which profit-sharing has been
tried, to the average number of business
organizations in existence in the country,
would result in a showing decidedly disadvantageous. Yet it must not be assumed
that there has been little or no interest
manifested by the business world in the
subject. The development has been somewhat sporadic, but it is probable that there
has been more interest and more experimentation than is generally suspected.
The motives which stimulate the interest
are the same here as in other countries.
They are the same the world over. They
proceed from a variety of desires and
ambitions. They are in the main desires
which, if permitted to bear fruit, tend to
the general uplift and benefit of mankind.
One concern sees in profit-sharing a protection against strikes; another, a means of
holding the organization together. In some
cases, increased efficiency and output, prevention of waste, and increased returns for
the owners, are the reasons. A big-hearted
wish to reward loyalty and devotion to his
interests has prompted many an individual
to adopt profit-sharing in his business. T o
many others charged with the responsibility of conducting business enterprise, has
come the conviction that a new era is dawn-

ing in industry. They have come to feel
that lasting success in the business world
will be possible only when industrial autocracy has been succeeded by industrial
democracy.
The less radical are developing an appreciation of the fact that voluntary and
unstinted co-operation is essential to the
successful and satisfactory conduct of business affairs. One does not have to be a
socialist to recognize the important part
which the human element plays in successful business and the necessity of making
every effort to insure the unremitting interest and happiness of those who serve.
A well known industrial engineer disclaimed some time ago that there is any
philanthropic motive underlying welfare
work. It is, he said, " A cold-blooded business proposition. It is one of the factors
with which business must reckon. It is as
necessary to operation as labor itself." By
many is profit-sharing, in its relation to
business, so regarded. It is an absolute
necessity. Some advanced thinkers go beyond this point and say that the worker
has a "right," not only to a share in the
profits, but a voice in the management.
Sketching briefly the history of the
movement in the United States, we find the
first reported case as far back as the year
1878; that of the Peace Dale Manufacturing Company, at Peace Dale, Rhode
Island. In 1882, one of the largest scale
experiments was attempted by the Pillsbury
Flour Mills, Minneapolis, Minnesota. The
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years 1886 and 1887 saw numerous instances in which schemes were introduced.
Among these were the Norriton Woolen
Mills, Norriton, Pennsylvania; the N . O.
Nelson Manufacturing Company, Saint
Louis, Missouri; the Haines, Jones & Cadbury Company, of Philadelphia, Pennsylvania ; the Hoffmann & Billings Company,
Milwaukee, Wisconsin; the Ballard & Ballard Company, Louisville, Kentucky; the
Springfield Foundry Company, Springfield,
Ohio; Rogers, Peet & Company, New
York; the Samuel Crump Label Company,
Montclair, New Jersey; Samuel Cabot,
Boston, Massachusetts; Procter & Gamble, Ivorydale, Ohio; John Wanamaker,
Philadelphia, and a score or more of
others.
In the thirty years following, many experiments were made and a number endured so that in 1916, according to a
report of the Bureau of Labor Statistics of
the United States Department of Labor,
there were sixty establishments in the
United States with pure profit-sharing
schemes in operation. Among these are
noted the Ballard & Ballard Company,
Samuel Cabot, and the N . O. Nelson Manufacturing Company; all of which instituted profit-sharing in 1886 or 1887.
These schemes at least must be regarded
as successful.
Of the sixty plans mentioned as being
in operation in 1916, the largest number
introduced in any one year (11) are found
in 1915; not of course of sufficient duration to warrant a conclusion as to their
probability of success. Four remained
from 1901. Practically every year from
1897 to 1916 is represented. New York,
with 12 establishments; Massachusetts
with 13; and Ohio with 10 lead. The remaining 25 are scattered over 15 states.
Manufacturing establishments number 26;
mercantile 14; with banking, public utilities, building and contracting, real estate,
wholesale baking, and newspaper publishing making up the balance.
Manual workers in the above cases ap-
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pear to have benefitted principally, since
only 17.1 per cent of the employes involved was in the executive, clerical, and
sales divisions. Of the total number, 9.5
per cent. was executive; 5.6 per cent. clerical; 1.9 per cent. sales.
Reasons for discontinuance of plans
in the United States vary as they have in
other countries. In most of the discontinued cases under review, it appears that
the schemes have had none too fair a trial
and that the effort in such cases has generally been far from whole-hearted. In one
case, we read the statement purporting to
come from one of the executive officers as
follows: "We made two distributions and,
as the number participating in the distribution increased the second year, which necessarily made the amount received by each
individual decrease, we found that there
was a great deal of dissatisfaction; and we
felt for the interest of our business, that it
would be better for us to discontinue the
profit-sharing plan." Even a short time is
too long to have dissatisfaction, but it
might occur to some executives that to
remedy some part of the plan would possibly produce better results than to abandon the plan entirely.
The three representative American cases
are perhaps the Procter & Gamble Company, far-famed as the manufacturers of
Ivory soap; the N . O. Nelson Company of
St. Louis, Missouri, manufacturers of
steam pumps, etc., in which case the profitsharing scheme includes customers as well
as employes; and the Dennison Manufacturing company, which it is understood
has become completely mutualized.
Numerous strikes by employes in 1886
prompted the firm of Procter & Gamble to
adopt, in 1887, a profit sharing scheme for
the cure of such conditions. The operation of this scheme apparently did not develop the interest and cooperation on the
part of employes which was sought, because, in 1889, the firm introduced another plan for the sharing of profits in
which it divided its employes into four

4

HASKINS & SELLS

classes. The first class was composed of
those found to be interested in improving
the quality of their work and otherwise
advancing the welfare of the firm, and to
these were allotted two shares each. The
second class was composed of those who
might be characterized as "neutrals," or
having only a medium amount of interest
in the welfare of the business, and to these
was allotted one share each. The third
class was composed of those who were indifferent and did not display interest in the
welfare of the business, and to these was
allotted a half share each. The fourth
class was composed of those who were
careless and wasteful in their work, and
to these no allotment was made.
Testimony has been given to the effect
that this profit sharing plan, because of its
classification feature, accomplished the purpose of stimulating and broadening the interest of the participants. In 1890, however, when the firm incorporated, another
plan was adopted whereunder every workman received a percentage on his wage at
the same rate as that paid in dividends on
the common stock.
It appears that the profit distribution
received by the wage earners in cash must
have grown to be looked upon as a part of
their compensation, for in 1903 the Procter & Gamble Company revised its profit
sharing plan so that, excluding its salesmen and traveling representatives, employes who earned less than $1,500.00 per
annum might participate in the profits of
the business under a stock-purchase and
trust-receipt dividend arrangement. The
object of this arrangement undoubtedly
was both to encourage thrift and to promote a proprietary feeling. A well known
newspaper writer recently said on the subject of proprietary interest: "When the
wage earner is a capitalist he will rail less
at capital. But his capital must come by
acquisition, not by gift."
The N . O. Nelson Manufacturing Company of St. Louis, Missouri, stands out as
a notable and interesting case. On March

January

20, 1886, M r . Nelson announced that for
the year ending December 31, following,
the company would share profits with the
men.
The balance remaining after the
apportionment of 7 per cent. to the invested capital was to be divided between
the wage-earners and the share-holders
in the proportion which the wages and capital might bear to one another.
Service of six months with the company
was necessary in order that the workman
might be entitled to a share. The workmen were represented by one of their
number who was appointed custodian of
their profit-sharing contract. The custodian
was authorized to examine the books at the
close of the year.
Imitating Leclaire perhaps, M r . Nelson
called his men together on the evening of
January 22, 1887 and handed them $4,828
as their share of the profits. More than
two-thirds of the men elected to leave their
profits in the business.
In 1905, M r . Nelson startled the business world by announcing that the company would share profits with customers.
The distribution to customers for the first
year was at the rate of 1 ½ per cent. of the
gross profit on their purchases, where the
purchases amounted to $100 or more.
Thus were the customers "taken into partnership." The rate which they receive is
fixed annually by the directors. The success of this feature is apparent as it has
been in operation since 1905.
Dividends to employes are paid in interest-bearing certificates which, after being
held three years, may be converted into
stock. Dividends to employes have been
paid to employes annually and have, since
1905, ranged from 15 per cent. to 30 per
cent. per annum. It is not strange that
Mr. Nelson should say, as he has been
quoted, "Our men belong to anything they
choose. That is something with which we
do not interfere. * * * Our men could
not be induced to strike by any inducements
which could be held out to them * * * It
is a solution of the labor problem on busi-
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ness lines, and every employer that takes
it up will agree with me that it is so."
The scheme of the Dennison Manufacturing Company, Framingham, Massachusetts, manufacturers of paper specialties,
is worked out through industrial partnership stock. The scheme has been in operation since 1911. Participants are employes whose years of service and compensation are as follows:
Service at least 7 years; compensation
at least $1,200 per annum.
Service at least 6 years; compensation
at least $1,500 per annum.
Service at least 5 years; compensation
at least $1,800 per annum.
After dividends on the first and second
preferred stocks have been provided, the
balance of the net profit is divided among
employes in proportion to the amount of
actual salary received. The distribution is
made in industrial partnership stock which
has a par value of $10 per share, receives
cash dividends and has a voting power
equal to one vote for every ten shares.
The stock is not assignable or transferable except to or for account of the company. If an employe who holds industrial
partnership stock withdraws or is dismissed, he must exchange his stock for
preferred stock, which has a par value of
$10 per share, but at present no voting
power.
The amount of industrial partnership
stock having now exceeded $1,000,000, as
provided in the profit-sharing contract, the
voting power is vested entirely in the employes. There is, however, an automatic
check on any attempt on the part of
employes to be arbitrary in the treatment
of the preferred stockholders, which results in a revival of preferred voting power
and under certain conditions permanent
loss of voting power to industrial partnership stockholders.
The Dennison plan is one of the strongest plans in force. It permits extensive

5

voice in the management to employes as
well as a share in the profits, yet provides
carefully worked out "checks and balances." It is effective labor co-partnership.
As a sequel to profit-sharing, it is interesting to consider what benefits the recipients derive which, after all, is one of
the severest tests whereby profit-sharing
must be judged. One case throws considerable light on the subject and is as follows:
" 'A' was not approved for participation
because he lived in a dirty, unsanitary
house. He was advised as to his duty in
the matter. Six months later he had
moved into a better neighborhood, had improved his home conditions and was approved for participation. Six months after,
he had purchased a lot, built a seven room
house with a bath and furnished the house.
A little over a year after he had been approved, he was found to be making splendid progress in paying for his home. His
family was neat and clean, comfortable
and happy."
Profit-sharing, properly planned and intelligently applied, is undoubtedly a splendid measure, both from the point of view
of the employer and the employe. It tends
to stimulate interest in the organization;
to maintain continuity and cohesiveness in
the working force; to increase production;
to reduce waste; to increase profits in times
of prosperity; to minimize losses in times
of adversity; to promote harmonious relations among the parties at interest.
To succeed, it must provide, through
reserves created out of profits in good
years, for losses in bad years; it must offer
opportunity to the worker to earn something rather than to have something given
to him; distribute the worker's share in
capital stock or its equivalent instead of in
cash; give him an effective voice in the
management which may, however, become
revocable if he misuses his power; provide
for fair treatment to all the parties at interest if he leaves the company.

HASKINS & SELLS

6

Holiday Meetings
By way of fostering better acquaintanceship and strengthening the "get-together"
spirit among the members of the various
offices of our organization, a number of
visits and staff meetings have been arranged during the holiday season. A s the
BULLETIN goes to press this series of
meetings is still in progress. M r . W i l d man, Colonel Carter and M r . Dallas have
visited our offices at Chicago, St. Louis,
New Orleans and Atlanta, attending dinner meetings of the staff in each city. The
guests from N e w Y o r k addressed the staff
on various aspects of the work of the Professional Training, Personnel and T a x
Departments.

Recent Changes
We have pleasure in announcing that,
effective January 1, 1920, we have acquired
the professional practice of Messrs. Lawrence and Lawrence, of Denver. Messrs.
Page and T . H . Lawrence have been associated in a partnership in that city for
something over four years, and we consider ourselves most fortunate in having
the members of that firm and organization
become a part of our own.
An office in Kansas City, Missouri, will
be opened on or about February first, by
Haskins & Sells, also under the management of the Messrs. Lawrence.
The opening of an office in the State of
Oklahoma, in the near future is contemplated.
Announcement is made of the appointment, effective Feb. 1, 1920, of Mr. Franklin Bowman, of the New York Office, as
manager of the Detroit Office, to succeed
Mr. L . E . Palmer, who has assumed charge
of the New York Report Department.

Book R e v i e w s
Gerstenberg, Charles W i l l i a m .
rials of Corporation

Finance.

Mate-

T h i r d re-

vised edition. ( N e w York, Prentice-Hall,
Inc., 1915.
1034 p.)

January

The opening sentence of the preface to
this book sounds the key-note. The statement is therein made that "This source
book has been compiled to facilitate the
study of corporation finance in classes
where the use of the original documents is
impossible or impracticable."
It is not a difficult matter to obtain specimen stocks, bonds, and bonds and mortgages. It is comparatively easy to obtain,
in pamphlet form, specimen corporate
mortgages and other instruments related
to corporation finance. The time and effort, however, involved in such procedure
operate to discourage the resourceful
teacher who hits upon such idea as an adjunct to his teaching equipment.
The actual documents may be more
Striking, but it is certainly very useful to
have the text of a large number of representative instruments reproduced as they
have been in the book in question. There
are comparatively few of the author's own
words in the text. There are very few pictorial illustrations.
There are too many items in the table
of contents to warrant giving them here.
The assortment, however, is a rich and
varied one, embracing such documents as
the amended certificate of incorporation of
the United States Steel Corporation; voting trust agreement, International H a r vester Company; corporate mortgage,
Jones & Laughlin Steel Company; agreement preliminary to the formation of the
American Cigar Company; etc.
N o t the least important part of the book
is the introduction, which treats the bibliography of the subject in an extremely
interesting manner. F o r example: "The
subject of corporate financial advancement
can best be studied in connection with annual reports. A comparison of the experiments of good and bad reports may be had
by studying on the one hand, the Westinghouse, (page 627), and N e w Haven,
(page 663); and on the other, report
of the American Glue Company (page
782)."
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Belt, Robert E . Foundry Cost Account-

ing.
(Cleveland, Ohio, The Penton Publishing Company, 1919. 271 p.)
The author strikes the key-note of his
book, when, in the preface, he states that
the aim has been:
(1) T o set forth in a simple and direct
manner, for the guidance of the foundry
cost accountant, practical principles of accounting that are applicable to the foundry
industry, and to show methods of collecting the cost data and of accurately determining production costs.
(2) T o impress upon the executive and
the management the importance of an accurate knowledge of costs and the dangers
of a price policy that is not founded on
production costs.
Not since M r . J. Newton Gunn, in collaboration with other industrial engineers,
produced a "Uniform Method of Cost
Finding for Steel Foundries" has anything
worth while, so far as is known, been issued
on the subject of foundry costs. The present very complete and satisfactory treatise
is therefore very welcome.
The classification of accounts is unusually
comprehensive and the forms, records and
monthly statements especially complete and
clear. Not the least important material of
value in the book is the list of depreciation
rates applicable to the principal kinds of
foundry buildings and equipment.
There is also an interesting schedule
showing profits in relation to production;
or, in other words, the required profit per
hundred pounds to produce a profit per day
per unit of molding floor space, ranging
from five to ten dollars.
The material in the book is well organized and well presented. The indexing might be improved. It fails to make
reference, for example, to defective castings, or to scrap, which matters are not unimportant in foundry practice. One has
practically to read the book in order to find
the discussion of these topics.

7

Collins, Charles Wallace. The National
Budget System.

(New York, The Mac-

millan Company, 1917. 151 p.)
This book, while not particularly recent,
may be read with good results by any person who may be alive to the prospective
Congressional action along these lines and
desirous of ascertaining a little more intimately what a national budget scheme
contemplates.
The topics treated are as follows: Preparation of the budget; ratification of the
budget; execution, audit and control of the
budget; features of the budget system;
preparation of financial measures in the
United States; ratification offinancialmeasures by Congress; spending, audit and control in the United States; criticisms of the
American system; the budget system for
the United States; constitutional and legal
questions involved; recent developments toward a national budget system.
Ross, G. Edward. Cost Keeping and
Construction Accounting. (Salem, Oregon,
The Ross System Company, 1919. 171 p.)
There is a lot of good practical sense in
this book, although it would not pass muster as a scholarly treatise. It is lacking in
many of the respects which are considered
necessary in a book which presents its subject clearly and concisely. The most severe
charge against the book is the lack of organization in the presentation of the material.
The author exhibits an intimate knowledge of the subject, which deals with the
cost accounting of highway construction.
He has a very clear conception as to the
function of cost accounting. He is alive to
the necessity of getting the cost information promptly. He is extremely exhaustive
in his classification and explicit as to the
use of the system.
The books and forms used are described
and illustrated. The operations incident to
the project, beginning with camp construction, are discussed in their relation to the
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corresponding account numbers. Following camp construction come mess-house
construction and operation, corral construction and operation, blacksmith shop
construction and operation, storehouse
charges, surveys, right of way, construction
of sub-grade and spreading and rolling
crushed rock and gravel, riprapping, gravel
screening and rock crushing, operation of
industrial railway, hard surfacing, setting
up and operating asphalting plant, culverts
and drains, etc.
The chapter entitled "suggestions on organization" is interesting, as well as instructive. The quotation taken from the late
Elbert Hubbard's "Roycroft Reminders,"
which heads the chapter, suggests that the
author has attempted to imitate the exceptionally clever, ill-fated, Roycrofter. The
attempt is a failure, as any attempt will be,
wherein an author undertakes to enliven a
technical discussion with humorous philosophy. The two things do not mix.

Additions to the L i b r a r y , December, 1919
Bureau of Industrial Research. A m e r i c a n company shop committee plans; a digest of twenty
plans for employees' representation. N e w Y o r k ,
Bureau of Industrial Research, (1919). 37 p.
C. P . A . problems and solutions, 1915. 2 v.
N e w Y o r k , The R o n a l d Press Company, 1915.
Chamberlain, Lawrence.
T h e principles of
bond investment.
N e w York, Henry Holt &
Company, 1917. 551 p.
Duncan. C. S. Commercial research; an outline of w o r k i n g principles. N e w Y o r k , T h e M a c millan Company, 1919. 385 p.
Corporation T r u s t Company. Federal tax laws:
1920 interpretations based on 1919 practice and
experience. N e w Y o r k , Corporation T r u s t C o m pany, 1919. 9 p.
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F l i n t , Charles A . Flint's cost finding system
for hotels, restaurants, a n d cafeterias. Seattle,
Washington, Charles A . Flint, (c1917). 168 p.
Gantt, H e n r y Laurence.
Organization for
work. N e w Y o r k , Harcourt, Brace and Howe,
1919. 113 p.
Gerstenberg, Charles W i l l i a m . Materials of
corporation finance. E d i t i o n 3, revised. N e w
Y o r k , P r e n t i c e - H a l l , Inc., (c1915). 1034 p.
Gilman, Nicholas Paine. Profit sharing between employer and employee: a study i n the
evolution of the wages system.
New York,
Houghton, Mifflin Company, (1919). 460 p.
Merchants' Association of N e w Y o r k . Report
on industrial relations, November 13, 1919. 11 p.
N a t i o n a l C i v i c Federation. T h e labor situation
in Great Britain and France. N e w Y o r k , E . P.
Dutton & Company, 1919. 433 p.
N e w Y o r k (state). Legislature. A n act in relation to partnerships, constituting Chapter 39 of
the consolidated laws. M a y 5, 1919. 26 p.
Nichols, Waldemar J . The co-insurance clause;
an address delivered before the 129th meeting of
the Insurance Society of N e w Y o r k , M a r c h 7,
1916. 26 p.
Pan-American Union.
Pan-American commerce, past, present, future, from the P a n American viewpoint; report of the second P a n American commercial conference.
Washington,
June 2-6, 1919. 473 p.
Smith, Charles John. Synonyms discriminated;
a dictionary of words i n the English language,
illustrated w i t h quotations from standard writers.
New Y o r k . H e n r y H o l t and Company, 1917.
781 p.
Stoddard, W i l l i a m Leavitt. T h e shop committee; a handbook for employer and employee.
N e w Y o r k , The M a c m i l l a n Company, 1919. 105 p.
T r e m a n , Robert H e n r y . Trade acceptances:
what they are and how they are used. N e w
York, A m e r i c a n Acceptance Council, (1919).
53 p.
U n i t e d States. Federal Trade Commission.
Cost reports of the Federal Trade Commission:
Coal, N o . 1, Pennsylvania, bituminous. W a s h ington, Government P r i n t i n g Office, 1919. 103 p.
U n i t e d States. Treasury Department. Bulletin
" D , " income tax; average percentages of pre-war
income to pre-war invested capital of general
classes of corporations, grouped as to trades or
business, as provided for i n Section 311 (c) (2),
Revenue A c t of 1918. Washington, Government
P r i n t i n g Office, 1919. 13 p.

E l y , R i c h a r d Theodore, & W i c k e r , G . R . E l e mentary principles of economics, together with a
Regulations 58, relating to tax on the isshort sketch of economic history. E d i t i o n 2, resuance of insurance policies under Sections 503,
vised.
N e w Y o r k , T h e M a c m i l l a n Company,
504, of the Revenue A c t of 1918. Washington,
1917. 446 p.
Government P r i n t i n g Office, 1919. 16 p.
Equitable T r u s t Company of N e w Y o r k . T a x University of Chicago Press. A manual of
payers' guide; containing dates for tax returns,
style; a compilation of typographical rules govdates for payment of taxes, and credits and deerning the publications of the University of C h i ductions allowed for income taxes, relating to
cago, w i t h specimens of types used at the U n i Federal, N e w Y o r k State and N e w Y o r k C i t y
versity Press. Edition 6. Chicago, Illinois, T h e
taxes, w i t h a reference index. N e w Y o r k , EquitUniversity of Chicago Press, (c1919). 292 p.
able T r u s t Company, 1919. 66 p.

HASKINS & S E L L S
CERTIFIED PUBLIC ACCOUNTANTS
NEW YORK
CHICAGO
PHILADELPHIA
DETROIT
ST. LOUIS
BOSTON
CLEVELAND
BALTIMORE
PITTSBURGH

VOL.

III

BULLETIN
N E W

Y O R K ,

F E B R U A R Y

15, 1920

SAN FRANCISCO
LOS ANGELES
NEW ORLEANS
SEATTLE
DENVER
ATLANTA
WATERTOWN
LONDON
SHANGHAI

No. 2

The Certified Public Accountant
IT is still possible to have some otherwise
enlightened person ask bluntly: " W h a t
is a certified public accountant?" There are
many who do not know the difference between a certified public accountant and a
chartered accountant. The field is full of
individuals and firms styling themselves
"Accountants and Auditors," "Public A c countants," "Auditors and Systematizers,"
"Efficiency Accountants," "Engineer-Accountants," "Cost Accountants," "Accountants and Industrial Engineers," etc. A l l
of which raises the question: " W h y
cherish the title of 'certified public accountant' and take pride therein?"
The profession was first recognized in
this country when, in 1896, New Y o r k
state, by enactment of the Legislature, did
so. The purpose was as much to protect
the public as to elevate the vocation of a
comparatively few men to the dignity of a
profession. It was to make those who
might in the future wish to serve the public
in accounting matters realize that something more than "hanging out a shingle" or
putting an advertisement in the newspapers
would be necessary. It was notice that education, experience, integrity, standing in the
community, and conduct becoming a professional person would be required.
The act put upon the state the burden
of examining and investigating the qualifications of those who might aspire to

service in this field. The examinations in
New Y o r k have always been severe; the
experience requirements exacting; and the
investigation of the candidates searching.
A New Y o r k certified public accountant
has an enviable standing among his colleagues in the profession throughout the
country.
M o s t of the states have followed the
example of New York, some with laws
which perhaps are stronger, and in some
respects better than N e w Y o r k ; others with
laws not so desirable. A l l have the same
purpose; that of recognizing the profession
of accountancy and putting it on a high
plane. The American Institute of Accountants as a national organization has been
an instrument which has made for great
value in helping along the cause of accountancy.
There are doubtless some accountants
without the title of certified public accountant who are better accountants than some
who possess the title. Possession of the
title is not an absolute guarantee of ability
as an accountant. It is evidence that the
person in question has met the requirements
of the state. It is a recommendation to
those who seek the services of qualified accountants.
It is not improbable that the state will
some day surround and protect the pro-
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fession of accountancy and the public as it
has in law, medicine and dentistry, by making it obligatory upon any one who wishes
to practice the profession of accountancy

February

that he first become a certified public accountant. It behooves any one who looks
forward to a career in accountancy to prepare for such an event.

Drawbacks
T H E developing interest in foreign trade
and the export field brings to mind a
point of contact between accounting and
exporting in the matter of "drawbacks."
Many articles manufactured in the
United States contain elements which have
been imported. Such of the manufactured
product as is sold within the United States
differs in no respect from any article composed entirely of domestic material. On
such of it as is exported, the manufacturer
having taken the proper steps, may benefit
under the provisions of the tariff law
through what is known as a "drawback."
The manufacturer must pay the duty as
the foreign articles to be used in the manufacture come into the country. He may
upon application to the Secretary of the
Treasury receive regulations governing
the procedure in handling and accounting
for the article and establishing the rate of
drawback. These are determined after investigation by a special agent of the Treasury Department and are transmitted to the
Collector of Customs at the port from
which the exportations are to be made.
The manufacturer, shipper, exporter, or
the agents thereof, must file in the office of
the Collector of Customs a Notice of Intent to Export. The manufacturer must
subsequently make a claim, filing a certificate of manufacture, a copy of the export
bill of lading, and a landing certificate of
the foreign consignee.
The Collector, after the manufacturer
has complied with all the formalities, liquidates the entry and pays to the claimant
ninety-nine per cent of the duty paid on the
imported materials.
The accountant must needs be on the
lookout for these matters because of their
effect upon the accounting. If all the ma-

terials imported were later to be exported
as a part of manufactured goods, the
problem would not be difficult. Instead of
charging the duty into the cost of manufacture, as would be the case if none of the
goods were to be exported, ninety-nine per
cent of the duty would be set up as an
asset under some such title as "Duty Deposits on Export Materials."
It rarely happens that all of such articles
as contain imported elements are exported.
In most cases some of the product is sold
in this country. It therefore becomes a
question of determining with regard to
each article what proportion of the quantity
is exported. This information is then used
as a basis for apportioning the duty on imported material. That portion of the duty
which relates to the material to be exported
is set up as an asset and withheld from
cost while the other portion passes on like
any other duty into the cost.
Subsequent adjustments of the "Duty
Deposit on Export Material" account will
probably be necessary as the actual amount
of drawbacks is determined. This adjustment should, strictly speaking, be made the
profit and loss account rather than the cost
of materials. As a practical matter the
adjustment is likely to be so small by comparison that no great damage will be done
if the adjustment is made through the regular duty account.
Some concerns pay no attention to the
duty on export materials until such time as
the drawback is recovered. The amount
is then credited to profit and loss. This
method is objectionable where amounts
large in proportion to the material cost are
concerned because of the fact that the true
costs are thus obscured.
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Offerings of Securities
S C A R C E L Y a day passes of late that the
newspapers do not contain one or more
advertisements offering securities to the
public. It is a time of flotation.
The necessity for funds grows out of
the conditions resulting from the war and
other minor causes. The offerings are
mostly those of corporations. They are
varied in assortment and embrace bonds,
notes, debentures and stocks.
The public absorbs the securities. Sometimes this happens quickly. It always happens ultimately; at one figure or another.
The rapidity of absorption depends upon
how attractive is the offering.
The public is becoming more and more
discriminating. It is learning to demand
more facts concerning the company whose
securities are offered.
The prospective investor has a right to
and should ask certain questions. " W i l l my
money be safe?" " H o w much will it pay

me?" " W i l l it continue at a satisfactory
rate?" "Can I get my money out, if I
want it, at any time?"
The establishment or verification of the
facts from which these questions may be
answered depends upon the public accountant. Safety of principal is a matter which
the balance sheet will disclose. Yield is a
matter of earnings and distribution of
profits. Continuity of yield may be judged
largely from the experience of the past.
Marketability in turn depends largely upon safety of principal and yield.
Information concerning the history of
the company, the plans for future administration and management, opportunities in
a particular field, the appraisal of the
property and legality of the issue are all
matters of interest and have their place in
the announcement of an offer. The name
of a well-known firm of public accountants
on the offering is needed to make it convincing and give it strength.

The Supervising Accountant
A N E W title in the classification of accountants has recently been adopted.
It is the title of supervising accountant. It
recognizes a class which has existed in fact
for a long time but which heretofore has
not received official cognizance. U n t i l recently accountants have been classified as
in-charge, senior assistants, junior assistants.
The supervising accountant is described
briefly as one who is able to spread himself over several engagements at the same
time. T o do this requires peculiar ability
and a peculiar temperament.
One type of mind works successfully so
long as it pursues but one line of thought
or its possessor engages in but one endeavor. It is a mind which becomes confused when obliged to think of two things
at the same time. A person with such a
mind changes from one set of surround-

ings to another with difficulty. A person
with this type of mind is not fitted to become a supervising accountant.
The supervising accountant must needs
be able to dismiss from his mind all
thoughts of one engagement and take up
in their place those of a new engagement.
H e must be able to concentrate quickly, but
as quickly disengage the facts of a given
situation.
H e needs poise and ability to meet
people. H e must be a good judge of men;
able to size up a situation quickly; able to
lay out work and to so supervise the work
of the men under him that they will respond willingly to his calls upon them in
his efforts to execute engagements with the
necessary speed and finish.
The supervising accountant must have a
sense of responsibility. H e must have that
breadth of vision which will enable him to
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give to each engagement under his charge
the time relative to its importance without
becoming involved in the details of any
particular engagement. He must see his
problems through the eyes of both the
client and the firm. Either actual or potential executive ability is conducive to success
and progress on his part. Something more
than ordinary ability is essential to the
achievement of this rank.

for unusual measures in the matter of the
caption. It must also be admitted that it is
not easy to find a description which fits.
"Net Sound Book Value" leaves something
to be desired even by accountants who may
have occasion to look at the statement.
Much less will it be clear to the business
man or the layman.
The suggestion was made by the reviewer of the report that it would have been
clearer as follows:

Precision i n Description

"Land, Buildings, Machinery, and
Equipment (based on appraisal as of December 31, 1916, and cost of subsequent
additions, less depreciation.)"

T H E public generally judges the ability
of the professional accountant largely
by his reports. He is presumed in each
case to have ascertained the facts. He is
expected to express himself clearly in
setting forth such facts. It is therefore
important that he give more than the usual
attention to his expressions where there
are situations which are unusually complicated. The more complicated the situation
the more careful should be the expression.
In illustration of this point may be cited
a case which occurred not long since. A
certain client of a public accountant had his
property, consisting of land, buildings, machinery and equipment, appraised as of
December 31, 1916. The accounts were
adjusted in conformity with such appraisal.
Subsequent additions were charged at cost.
Subsequent credits for property dismantled or scrapped were made either at
appraised value less depreciation, or cost
less depreciation, depending upon whether
the units so dismantled or scrapped were
added before or after December 31, 1916.
Adequate provision was made for
depreciation and while corresponding
amounts were credited on the books to
proper reserve accounts such reserves were
deducted from the asset accounts before
setting up the asset on the balance sheet.
The balance sheet caption appeared:
"Land, Buildings, Machinery, and
Equipment—Net Sound Book Value."
The somewhat unusual situation called

Precision in description contributes
greatly to making reports of value and incidentally adds to the professional esteem
in which public accountants are held.

Further Changes
Growth and progress have, during the
past month, necessitated two important
changes in the personnel of the Executive
offices. M r . Bell has become associated
with M r . Vaughan in the General Report
Department; M r . Gause with M r . Wildman in the Department for Professional
Training.
The necessity for instruction in the matter of reports together with the promotion
of uniformity in preparing and rendering
them, somewhat accentuated by the opening of new offices, made it imperative that
Mr. Vaughan should have assistance in
carrying out effectively the work of the
General Report Department.
No successor to M r . Gause as, district
partner with headquarters at Chicago has
yet been appointed.

We are pleased to note the election of
Mr. F. H . Sanford, manager of our Pittsburgh office, as a member of the Council
of the Pittsburgh Institute of Accountants.
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Spanish Letter
We offer below a letter in Spanish prepared by M r . Domingo Flores for those
in the organization who may desire to continue their study of that subject. With the
arrival of the busy season it has become
necessary to suspend, like the other classes,
the class in Spanish. The means employed
here may, however, serve to remind those
who are interested in Spanish that it is an
easy matter to lose the benefit of previous
study if contact with the subject is not
maintained.
The letter will be translated in a subsequent number of the B U L L E T I N . Those
who are interested and do not wish to wait
until such time may obtain a copy of the
translation upon application to the Department for Professional Training.
Santiago, 3 de Febrero de 1920.
Señor Don
Rafael Altanura,
Valparaiso.
Muy señor nuestro:
Tenemos el agrado de contestar su
última carta en la que solicita un estado
de su cuenta que incluya todas las transacciones del mes de enero. Estas informaciones las encontraráUd. en el resúmen
adjunto que ha sido preparado por nuestro departamento de contabilidad.
E l saldo deudor de dos mil cuatrocientos
pesos, ($2,400.00), que aparece en este
estado, incluye un item de setenta y dos
pesos ($72.00) por intereses del 3% hasta
el 31 de enero de 1920.
Con nuestros agradecimientos por sus
pedidos, somos,
De Ud. attos. y S.S.
Lopez y Gonzalez.
Tax

Information

Our General Tax Department issued recently a fifteen page mimeographed outline
referring to data which should be obtained
by staff accountants engaged on audits and
examinations for clients for whom we are
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to prepare Federal Income and Profits Tax
Returns.
The purpose of this step is to assist in
every way the accountants who are responsible for the gathering of tax data. This
does not contemplate relieving them of any
responsibility in the matter of such engagements.
Taxes, as is well realized, constitute a
subject highly specialized, yet one offering
an opportunity for unusual service to
clients. The accountants in the tax department concentrate on tax engagements and
keep constantly in touch with the changes
brought about by such things as amended
regulations or treasury decisions. Accountants on the staff, while expected to
have a good general knowledge of the law
and the regulations, are likely to find it
difficult, with the pressure of other matters,
to maintain that contact with the refinements of tax matters which is desirable.
The outline in question should prove
very helpful in a number of ways. It
should help the accountant to keep more
closely in touch with the ramifications of
the tax situation. Properly followed the
information which should result should be
of great assistance to the tax department
in reviewing returns and in preparing returns in certain cases. Incidentally it
should result in considerable saving to
clients through the elimination of investigation and analysis on the part of the tax
department.
The outline contains specifications for
much data which on the ordinary audit
engagement where no tax return is contemplated may be included in the working
papers without any additional consumption
of time. Frequently it is a matter only of
arranging the data which would be obtained
in any event in such form as to make it
available subsequently for tax purposes
should occasion require.
We recommend the outline to the members of the staff for study. It should be
consulted freely and followed carefully.
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Inventories

Inventories perhaps offer as much opportunity for the display of accounting
sense on the part of the auditor as any
other subject with which he has to deal.
The mechanical verification of an inventory may prove that the extensions and
footings are correct. This generally speaking is important. It should not constitute
a hard and fast rule to be followed blindly
regardless of the circumstances. T o do so
may lead to much time-consuming work
which is relatively meaningless.
Inventories frequently contain many
pages of items wherein either the quantities
or the prices, or both, are small and the
results unimportant compared with the total
value of the inventory. It behooves the
auditor to think about the relative significance of such items and not devote to them
more time than they deserve.
The inventory of a manufacturing chemist, for example, usually contains a great
many items which are large in quantity and
low in price, while there are a few items
which are extremely high in price and likely
to make up the bulk of the inventory value.
Obviously the few items should receive
careful attention while the many should
receive only the general attention which
their relative value merits.
In connection with a cost study some
time ago one of our accountants discovered that the prices used in the weaving
department, weaving being the last operation, were lower than some of the prices
used in the preceding departments. Upon
investigation he discovered that the prices
used had been taken from the inventory
figures for work in process. These prices
were used with confidence because the inventory was supposed to have been verified
by certain accountants.
There was no reason to believe that the
accountants in question had neglected the
verification of the inventory. There was
reason to think that they had checked the
inventory mechanically, verifying the ex-

February

tensions and footings, without giving consideration to the significance of the items.
Inventories today must be considered in
the light of present day prices. An increase
in inventory values does not necessarily
mean an increase in inventory. Formerly
an increase in value was a signal for
thought or perhaps an investigation of the
cause. It may have meant poor judgment
on the part of the purchasing officer in
buying or on the part of the manager as to
his needs.
Now mere increase in the amount of an
inventory may mean nothing because of
the constant upward trend of prices. Before attempting to criticize or pass judgment on an increased inventory one must
compare the quantities.
Contemplation of the whole problem attempting to get the proper perspective
should be a step precedent to the active
work. Inventories constitute a good subject on which to practice this precept.

Depreciation Problem
The Columbus Power Company completed, as of December 31, 1916, a power
plant building which cost $100,000. The
estimated life of the building was fixed at
20 years.
In closing the books at December 31,
1917, 1918 and 1919, respectively, the
company made the proper provision for
depreciation, crediting the amounts to a reserve for depreciation.
At December 31, 1919, the company, at
the suggestion of an insurance broker, who
pointed out that replacement values have
increased 100%, wrote up the value of the
building $85,000.00, crediting surplus.
The company then increased the amount
of insurance carried on the building sufficiently to comply with the provisions of
the 80% clause.
What should be the amount of the depreciation charge for the year ending December 31, 1920?
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Assuming the company had followed the
same procedure with regard to insurance
but had not written up the property, what
should be the amount of the depreciation
charge for the year ending December 31,
1920?
Which treatment with regard to value
is better from an accounting standpoint?
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12/31/18 for the purpose of incorporating
the Chilean accounts on the New York
books.
Book Reviews

Duncan, C. S. Commercial Research.
(New York, The Macmillan Company,
1919. 385 p.)
There has long been need of a book like
the one under review. It is the first, so far
Foreign Exchange Problem
as the reviewer knows, of its exact kind.
Brinton, in his "Graphic Methods of PreThe Pan-American Chemical Company,
senting Facts," did something of the sort
a New York corporation, owns a plant in
but stressed the presentation without deChile where nitrate of soda is manufacvoting so much time to the general discustured and shipped to the United States.
The accounts in Chile are kept in the local sion of business facts relative to their colcurrency (pesos) and the following is a lection, analysis, and significance.
The book is broad in its scope. It ensummary of the transactions during 1918 :
larges one's vision. It is a book which
should be studied by every accountant. It
1/1/18 New York remitted by telegraphic transfer
$30,000
would help him in his work.
which realized 120,000 pesos
4/1/18 "
"
" $30,000 " 150,000 "
The author discusses many things which
7/1/18 "
"
"
30,000 " 180,000 "
are
of interest to the accountant; many of
10/1/18 "
"
" 30,000 " 150,000 "
There were paid in wages for plant
the things in detail which the accountant
construction
120,000 pesos with vision tries to do.
For example:
There were paid for operating
300,000 pesos
"Sales records on the basis of territories or
At December 31, 1918, the unpaid pay- districts . . . Sales fluctuations . . . anroll for operating labor amounted to alyzed from the point of view of the sales. . . and the character of the
60,000 pesos and one-sixth of the nitrate man
goods
. . . The object of this general disproduced during the year remained in incussion
has been to indicate some of the
ventory.
facts which now lie at hand for every manuYou may assume that the production,
facturer or merchant in the accounts which
construction and shipments were spread
he must necessarily keep."
evenly over the whole twelve months, and
It has long been the ambition of progresthat the only element entering into costs of
production and construction in Chile was sive accountants to give clients on certain
engagements reports which are not only
labor.
The average quoted exchange rates in comprehensive but instructive and serviceable as a basis for admistration. In order
Chile and New York were as follows:
to do this it is necessary to take into consideration the production and service fac1/1/18 to 6/30/18.
3 pesos=$1.00
7/1/18 to 12/31/18
5 " =1.00
tors, and to group items of cost around
At the close of business 12/31/18 the
units of production and items of expense
rate suddenly dropped t o . . . . ...6 " = 1.00
around units of service. In other words,
You are required to show the accounts the accountant who would serve best must
affected in both pesos and American dol- take cognizance of statistics; that is, busilars and to prepare a trial balance as at ness facts correlated withfinancialdata.
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As a means of assistance the accountant
should find this book of most use in such
chapters as "Analysis of Business Facts"
where a lengthy discussion is given to business statistics; the chapters on "Presentation of Business Facts" and "Interpretation
of Business Facts."
Under the head of "Organization for
Research," the author mentions the individual with a bent for figures, assigned to
such work, the department for such purpose, etc., and adds: "There is also the
auditing firm, or the firm of expert accountants, who, like the advertising agency, is
turning more and more to this work of investigation."
The author has succeeded, it seems, in
his effort not only to make a book which is
filled with valuable information, but to
stimulate interest in scientific business research. Much research in the past has had
for its object little of practical use. Many
statistical studies have been concerned with
the investigation of subjects in which business men had no interest. It has sometimes
been difficult to see how they might have
any practical interest for any one.
The day of research with facts, for the
sake of facts, as the objective is past. The
slogan of today is: "Facts from which to
administer." Business men will not be
slow to grasp the opportunity to use scientific research in ascertaining business facts,
once they realize the practicability of such
methods. Duncan's book should help the
business man to realize the advantages of
business research and to practice it. The
book should help those, like accountants,
who are trying to help the business man.
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Guaranty T r u s t Company of New Y o r k . Bonds
exempt or exemptible from the personal property
tax under the Mortgage Tax Law of the state of
New York (revised to September 1, 1918). New
York, Guaranty Trust Company (c1918). 21 p.
Foreign financing under the Edge Act,
approved December 24, 1919. New York, Guaranty Trust Company (c1919). 40 p.
L e i t c h , John. Man to man; the story of industrial democracy. New York, B. C. Forbes Company, (c1919). 249 p.
Mechanics & Metals National Bank. The Edge
Export Finance Act as approved December 24,
1919, and the McLean-Platt Act as approved September 17, 1919. 18 p.
National C i t y Bank. Cuba: review of commercial, industrial and economic conditions in
1919. New York, National City Bank, 1919. 28 p.
National F o r e i g n Trade Council. Definitions
of export quotations and general recommendations for a standard American export practice.
New York, National Foreign Trade Council,
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The Twenty-fifth Anniversary
THE
close of business M a r c h 3, 1920, space, are now required to give the necesmarked the end of the first quarter cen- sary attention to clients. The members of
tury in the life of Haskins & Sells. M a r c h the firm number fifteen. There are twenty4, 1895, saw its inception.
six managers and assistant managers. The
On the occasion of the twenty-fifth an- staff is comprised of four hundred and
niversary, it is perhaps fitting that we forty-two accountants, who are carefully
should pause and reflect and record some selected and as carefully instructed and
of the firm's history in this number of the trained in the firm's traditions, ideals and
technique. There are one hundred and
BULLETIN.
The span of twenty-five years has been forty-two secretarial, clerical and other emThe total is six hundred and
marked by many changes. M u c h history ployes.
has been made. The country has passed twenty-five.
through periods both of elevation and deWhatever measure of success this may
pression. The whole economic aspect has be adjudged is due to cooperative devotion
been changed by the Great W a r . Ideas, to the tenets of the profession. T o serve
relations, outlook, have all been transmuted the public skillfully, faithfully, and with
by the fierce fires of the gigantic struggle. satisfaction in matters of accounting has
Altogether, however, the span has been been the ambition of the firm.
marked by progress.
T o acknowledge no failures would be
The profession of accountancy has not lacking in conscience and foolhardy. M i s failed to keep pace with the general for- takes there have been and some painful.
ward movement. In 1895, not a single But mistakes are human and are forgiven
state had recognized the profession. T o - if they are not the result of wrong motives.
day, only two states have failed to pass
It is therefore pleasant to look back over
laws accrediting the public accountant. H i s the period and regard the consideration
duties and responsibilities have increased with which our friends and clients have
both in number and scope. Education has received our efforts to serve them. It is
come to be generally recognized as a pre- stimulating to realize what their confidence
requisite of his calling.
has meant. It makes us wish for its conThe firm of Haskins & Sells, from its tinuance in the future.
humble beginning at N o . 2 Nassau Street,
If the occasion of a twenty-fifth anniverNew York, has grown into an organization sary is an appropriate time for resolutions,
international in its activities. A n executive we are prompted to take this occasion to
office and twenty practice offices, all occupy- dedicate our best efforts to greater service
ing about thirty-three thousand feet of floor in the years to come.
17

18

HASKINS & SELLS

March

CHARLES WALDO HASKINS
(Born January 11, 1852;

died January 9,

1903)
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Charles Waldo Haskins
C H A R L E S W A L D O HASKINS was
born in Brooklyn, New York, January 11, 1852.
He received his education in the private
schools and the Polytechnic Institute of
Brooklyn, from which latter institution he
graduated in 1867.
While it was the desire of his parents
that he should become an engineer, his liking for accounting apparently led him to
the importing house of Frederick Butterfield & Company, New York City, where he
remained in the accounting department for
five years.
He subsequently made a tour of Europe
and while there spent about two years in
the schools of Paris. After returning to
this country and a short period in the brokerage firm of his father, Waldo Emerson
Haskins, he entered the accounting department of the North River Construction
Company, then building the New York,
West Shore and Buffalo Railway. Upon
completion of the "West Shore," he became
general bookkeeper and auditor of disbursements, in which position he remained
until the road was absorbed by the "New
York Central" in 1886. He then began
the practice of accountancy.
During the period from 1886 to 1893,
Mr. Haskins held, incident to his professional work, several important offices,
namely: Secretary of the Manhattan Trust
Company; Secretary of the Old Dominion
Construction Company; Comptroller of the
Central of Georgia Railway; Comptroller
of the Ocean Steamship Company, and of
the Chesapeake & Western Railroad; Receiver of the Augusta Mining and Investment Company.
In 1893, M r . Haskins and M r . Elijah
Watt Sells were appointed experts under
the Joint Session of the Fifty-third Congress, for the purpose of revising the accounting system of the United States.
In 1895, M r . Haskins joined with M r .

Sells in the formation of a business copartnership under the style of Haskins &
Sells, with offices at No. 2 Nassau Street,
New York.
Mr. Haskins was active in securing the
legislation which resulted in the passage,
by the legislature of the State of New York,
in 1896, of an Act to Regulate the Profession of Accountancy. He was chosen first
President of the Board of State Examiners
of Public Accountants and received from the
state a certificate awarded to those entitled
to practice as certified public accountants.
Mr. Haskins was subsequently honored
by election as first President of the New
York State Society of Certified Public Accountants and appointment as first Dean of
New York University School of Commerce, Accounts and Finance. New York
University also conferred upon him the
honorary degree of L . H . M . (Master of
Letters).
Mr. Haskins was the author of "How
to Keep Household Accounts" and "Business Education and Accountancy."
The profession of accountancy to-day
owes much to Charles Waldo Haskins.
The accomplishments in his professional
life testify to his striking ability. M r .
Frank A. Vanderlip, in an address on the
occasion of the unveiling of a memorial
tablet in honor of M r . Haskins by the New
York University, said "Two features of
Charles Waldo Haskins' character stand
out most clearly before me as I look back
on the man and his work. First, he was
filled with unselfish professional zeal; second, his eyes were turned to the future, not
the past."
The passing of M r . Haskins from this
life on January 9, 1903, left a void among
his friends and associates which was difficult to fill. His memory lives in the hearts
of those who knew him and were associated
with him, as an inspiration to higher ideals
and greater usefulness to the community.
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Elijah Watt Sells
ELIJAH
W A T T S E L L S was born at
Muscatine, Iowa, March 1, 1858.

conclusion of his labors in connection with
the governmental accounts.
In 1895, M r . Sells entered into coHe is the son of the late honorable Elijah Sells, who held many government offi- partnership with M r . Haskins, under the
ces, among which were Third Auditor of style of Haskins & Sells.
the Treasury and Auditor of the Treasury
Mr. Sells was for two terms, 1906 and
for the Post Office Department under Pres- 1907, President of the American Associaident Lincoln.
tion of Public Accountants.
He was educated in the public schools
He is a certified public accountant under
of Des Moines, Iowa, and Baker Univer- the laws of the respective states of New
sity, Baldwin, Kansas.
York, Missouri, Ohio, Colorado, Pennsylvania,
Maryland, Illinois, Oklahoma and
Mr. Sells' early accounting experience
Louisiana;
and a member of the various
was gained in connection with various railstate
societies.
He is also a member of
road lines as general bookkeeper and travthe
council
and
the
executive committee of
eling auditor. He subsequently was cashthe
American
Institute
of Accountants.
ier, paymaster and general bookkeeper of
the Chicago, Clinton, Dubuque and MinneMr. Sells has always been keenly intersota Railroad, now a part of the Chicago, ested in education for the profession, beMilwaukee and St. Paul System; auditor of lieving such education essential, and was
the Oregon Improvement Companies; as- instrumental, with Mr. Haskins, in foundsistant comptroller of the Kansas City, Fort ing the New York University School of
Scott and Memphis Railroad; secretary Commerce, Accounts and Finance.
and auditor of the Colorado Midland RailNew York University, in 1916, conway. During this period and immediately ferred upon Mr. Sells the honorary degree
following, he was engaged frequently by of Doctor of Commercial Science. Dr.
other corporations to make special exam- George Alexander, Acting Chancellor, in
inations of their accounts and to introduce conferring the degree said: "Elijah Watt
new accounting systems, work much in the Sells—for pre-eminence in a department of
nature of public accounting. On two occa- human effort in which the prime essentials
sions he made trips to New York for con- are accuracy and truth; for the prevision
ferences relative to entering the public ac- which prompted you to secure for accouncounting field.
tancy academic recognition; for distinIn 1893, M r . Sells joined the late guished service rendered to local governCharles Waldo Haskins in effecting, under ments, and especially to the Government
the auspices of the Joint Commission of the of the United States, both at home and
Fifty-third Congress, with a view to ex- abroad,—I confer upon you, by authority
pediting the public business, a revision of of New York University, the degree of
the accounting system of the United States Doctor of Commercial Science."
Government.
Baker University, in 1909, conferred
Mr. Sells is the only person, so far as upon M r . Sells the honorary degree of
is known, who has ever been accorded offi- Master of Arts.
In 1908, M r . Sells was engaged to incial recognition through an act of Congress as an expert accountant. This was vestigate thefinancialsystem of the Philipdone by the Fifty-third Congress, at the pine Islands under Governor - General
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Forbes, and at such time made a trip
around the globe.
Mr. Sells was active in the organization
of the American Institute of Accountants
and the creation of the endowment fund
of the Institute, the purpose of which is
to afford a means of collecting and disseminating information relating to accounting
and accountancy.
Mr. Sells is the author of a number of
papers on various subjects, among which

March

are "Corporate Management Compared
with Government Control"; "Certified
Quarterly Statements Advocated for Corporations"; "Cost Accounting for Agricultural Implements and Vehicle Manufacturers"; "Publicity of Financial Affairs of
Corporations"; "Advertising as a Business
Asset"; "Advertising; an Investment or an
Expense"; "The Accounting Profession;
Its Demands and Its Future"; and "A Plan
for International Peace."

Mr. Haskins and Mr. Sells as Associates
WHAT may be regarded as the background of the firm of Haskins & Sells
was the association of M r . Haskins and
Mr. Sells as professional accountants under
an engagement from the Joint Commission
of the Fifty-third Congress.

This Commission was appointed under
an act approved March 3, 1893, to "Inquire into and examine the status of the
laws organizing the Executive Departments, Bureaus, Divisions and other government establishments at the National
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Capital; the rules, regulations, and methods
for the conduct of the same; the time and
attention devoted to the operations thereof by the persons employed therein and
the grade of efficiency of all such employes;
whether any modification of these laws can
be made to secure greater efficiency and
economy, and whether a reduction in the
number or compensation of the persons
authorized to be employes in the State Executive Departments or Bureaus can be
made without injury to the public service."
The Commission was composed of Alex.
M . Dockery, Chairman; James D. Richardson and Nelson Dingley, Jr., members
on the part of the House of Representatives ; F. M . Cockrell, James K. Jones, and
S. M . Cullen, members on the part of the
Senate. The Commission was generally
known as the "Dockery Commission."
Under the act authorizing the Commission, provision was made for the employment of not to exceed three experts to render such assistance as the Commission
might require.
The Commission retained as experts under this provision, M r . Charles W . Haskins, of New York, and Mr. E . W . Sells,
of Chicago. Each was an accountant of
recognized ability and experience in various
business activities. They met in Washington in June, 1893, and took up the work
for the Commission.
The work was voluminous and exacting.
It required close contact, not only with
members of the Commission, but with the
various government officials. It called not
only for close application, but patience and
unswerving adherence to the purpose of
the investigation. It resulted in many revisions in the accounting system, which
facilitated the transaction of government business and effected a considerable
saving in the expenses of the government.
The work lasted about a year and a half,
coming to a close in March, 1895.
Some newspaper comments which ap-
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peared in connection with the results of
the work follow:

THE

E V E N I N G STAR.

W A S H I N G T O N .
SATURDAY
March 31, 1894

MONEY B Y MAIL
Some Important Changes i n the
Money Order System

A DECIDED REDUCTION IN T H E RATES
The Postal Note to Be Abolished
as Not Satisfactory.
C H E A P

A N D

A V A I L A B L E

JOURNAL OF COMMERCE
AND
COMMERCIAL

BULLETIN
New York

November 9th 1894

THE TREASURY BOOKKEEPING.
SUCCESS OF T H E NEW S Y S T E M O F
ACCOUNTING.
It H a s N o w Been i n Operation More
T h a n a Month a n d H a s Caused
L i t t l e F r i c t i o n — T h e System Was
Formulated by the Dockery C o m mission to Eliminate Antiquated
Methods at Handling Accounts.
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The Washington Post
Thursday, January 31, 1895.

B E T T E R THAN THE OLD
Department Officials Approve
the Dockery System.
GOVERNMENT BUSINESS EXPEDITED
Attorney General Olney, Assistant
Secretary
Hamlin
and Others
Testify to the Good Results of
Changing the System of Auditing Accounts—A Saving of Nearly
H a l f a Million Annually Under
the System W h i c h Was Introduced Last October.

& SELLS

March

in going over the details of their recommendations. I have a very high opinion of their
ability. I think the Commission was peculiarly fortunate in their selection. I confess
my only surprise was that they were so very
fortunate.
These men are thoroughly
competent, experienced, and skillful; and
have been extremely careful and conservative in their methods."
At the expiration of their term of service, Chairman Dockery presented M r .
Haskins and M r . Sells with a testimonial
expressing appreciation of the services
which they had rendered. A facsimile
is reproduced herewith:
OFFICE OF

The J o i n t C o m m i s s i o n o f Congress
TO INQUIRE INTO THE STATUS OF LAWS ORGANIZING
THE eXECUTIVE DEPARTMENTS.

Experts under the Joint Commission,etc.

THE

EVENING

STAR.

W A S H I N G T O N .
TUESDAY
February 5, 1895.

N E W M O D E O F AUDIT
Assistant Secretary Hamlin Praises
the Present System.

SOME IMPROVEMENTS POINTED OUT
Change i n Making Advances to
Disbursing Officers.
NO

SAFEGUARDS

REMOVED

The Honorable Redfield Proctor, of
Vermont, said, in the United States Senate, on July 15, 1894: "In regard to the
experts who were employed by the Commission: I have seen much of them and
have spent a good deal of time with them

It is interesting to note, in passing, that
the writer of an article in the January,
1920, number of the Journal of Political
Economy on the subject of an independent
national audit, introduces his discussion
with the statement that "The present system of national audit is based upon the socalled Dockery act of July 31, 1894."
The association of co-partnership, which
was the outgrowth of the work under the
engagement by the Joint Commission of the
Fifty-third Congress, attests the fact that
as the work of the revision under Mr. Haskins and Mr. Sells progressed, each found
that the methods and high professional
ideals of the other were in harmony with
his own.
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The Firm: Its Inception and Growth
THE firm of Haskins and Sells had its
origin in the association of two individuals who, having had the opportunity
of testing one another over a period of a
year and a half, found pleasure and satisfaction in mutual effort, and joined forces
with a view to working out certain common
aims and ambitions.
If these aims and ambitions had been
stated at the time, they might have been—
"To serve the public skillfully, honestly,
impartially, and well, in matters having to
do with accounting, and to obtain for accountancy proper recognition as a profession."
The firm opened an office at No. 2 Nassau Street, New York, March 4, 1895.
The offices were removed, however, on
May 1, 1896, to the Johnston Building, 30
Broad Street, in which building Haskins
and Sells were the first tenants and where
they have since continuously maintained an
office.
In the first announcement which the firm
sent out, and which, it should be mentioned,
was before the days of state recognition
of accountancy, or societies of certified public accountants or committees on professional ethics, attention was invited to the
qualifications of the firm members, the
kinds of clients who might need their
services and the nature of the services they
offered to render.
A copy of the announcement follows:
C. W. Haskins,
E . W . Sells,
No. 2 Nassau Street.
New York, March 4, 1895.
Having concluded our special engagement with the United States Government
as Experts for the Joint Commission of
the Fifty-third Congress, authorized by
law to examine the Executive Departments,
We offer our services to corporations,

trustees, assignees, receivers, committees,
courts, municipalities, etc., to make periodical and special examinations of accounts
and records, investigations of affairs, reports and certificates and to introduce simple and efficient methods of accounting.
Our experience has covered a period of
over twenty years in the operating, accounting and financial departments of railroads
and other corporations having large and diversified interests, and we have accomplished a complete revision of the accounting system of the United States Government.
C. W. H A S K I N S ,
E . W. SELLS.

Among the firm's first engagements, in
April, 1895, was an examination of the
methods of accounting at Vassar College.
It came through M r . S. D. Coykendall,
one of the trustees of Vassar College.
Mr. Coykendall, or his son, has been a
client of the firm since such time.
The engagements which followed embraced services for the government, states,
municipalities, insurance companies, banks
and trust companies, street and steam railways, mercantile and industrial organizations of every description. The services
of the firm on account of the extensive railroad experience of the founders were in
large demand for railroad work. During
the period of these early engagements,
the firm received considerable publicity
through the discovery of many serious irregularities in the accounts of the auditor
of one of the railroads in the South and
his conviction on their testimony furnished
at the trial.
The growing practice in the middle west
led to the opening of an office in the Marquette Building, 204 Dearborn Street, Chicago, on December 1, 1900. The importance of this step was apparent when the
City of Chicago engagement soon followed.
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In the spring of nineteen hundred and
five there was much concern in New York
over the administration of the three leading
insurance companies. Investigations were
made not only by the State Insurance Department, but by the insurance companies
themselves.
Public accountants were in
each instance retained to examine into the
financial affairs and report. Twofirmsof
The committee entered into an agreeaccountants were selected in each case to
ment with the firm of Haskins & Sells. The
collaborate. Haskins & Sells were engaged
work was prosecuted vigorously during the
in all three of the cases, working in consucceeding months and a report submitted
junction with one of the leading firms of
in November, 1901. The City Council
English chartered accountants on two of
passed an ordinance in December adopting
the companies and with another leading
the system. It was inaugurated January
firm of English chartered accountants on
1, 1902.
the third company. Two of the engageThe new system achieved great success. ments involved lengthy investigations and
It not only effected economies during the voluminous reports resulting in rather comfirst year of operation amounting to $72,- plete reorganization of the respective ac630, but resulted in an increase of $436,- counting systems. In the third case the
770.46 in miscellaneous revenues. The conditions revealed less necessity for a
City Comptroller in his first report issued thorough investigation.
These engageunder the new system said:
ments served probably to bring the firm
"It is now evident that the system has into the public eye more than anything in
proved an advantage to the city govern- its history.
ment; that it has improved the efficiency of
Considerable time elapsed after the
individual employes and prompted an in- opening of the office in Pittsburgh before
telligent and interested direction of their another office was added to the list. Durefforts by department heads."
ing the fall of nineteen hundred and ten,
The year nineteen hundred and one saw however, the need for representation in
the first evidence of international expan- the vicinity of Baltimore became sufficient
sion. Under date of April 10, 1901, the to warrant opening there. This was done
firm announced the opening of an office at on December 1, 1910.
30 Coleman Street, London, E . C . Many
The next step in the way of expansion
American firms and companies doing busi- extended to the Pacific Coast. On Januness abroad recognized the advantages of ary 1, 1912, the firm consolidated its pracretaining American accountants and availed tice in the West with that of Mr. John F.
themselves of the opportunity.
Forbes of San Francisco. Mr. Forbes be-

On June 24, 1901, the City Council of
Chicago passed an order authorizing the
Mayor, Comptroller, and Chairman of the
Committee on Finance to engage a firm of
accountants to introduce and supervise a
uniform system of accounting and auditing
in all the departments of the city government.

A considerable demand for the firm's
services in and about St. Louis, especially
in connection with the street railways, led
to the opening of an office there on January 20, 1902.
During the same year, or specifically,
June 2, 1902, an office was opened in the
Williamson Building in Cleveland. Pittsburgh followed July 1, 1903.

came resident partner of the firm of Haskins and Sells, retaining the offices previously occupied in the Crocker Building.
The year nineteen fifteen saw the addition of three new offices, Watertown, Atlanta and Denver. In Watertown on April
1, 1915, the firm acquired and merged with
its own the practice of Mr. C. E . Scoville,
a former member for several years of the
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New Y o r k staff. M r . Scoville remained
as Manager of the Watertown office. In
Atlanta the office was opened on June 1,
1915, with M r . L . C. Matthews as M a n ager. The Denver office was opened on
the same date with M r . C. H . Banks as
Manager.
Los Angeles followed on October 1,
1916, when the firm acquired, and consolidated with its own, the practice of M r .
Frederick F . Hahn. M r . H a h n continued
with the firm as Manager of the Los A n geles office.
Notwithstanding the fact of the Great
W a r , the demands upon the firm made it
necessary to open two new offices during
the year nineteen seventeen—one in Seattle,
June 1, 1917, and one in Detroit, July 2,
1917, M r . P. C. Davis was appointed
Manager of the Seattle office; M r . L . E .
Palmer, Manager in Detroit.
During the war, many members of the
organization served their country in one
capacity or another. Forty staff accountants were in active service. Twelve served
in civil capacity. Six members of the firm
gave their services to various war activities.
M r . Ludlam served as accountant for
the United States Liquidation Commission,
which had charge of the settlements between the United States and the Allies.
M r . Ludlam's work in such capacity took
him to Paris where he remained several
months.
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welcomed back all who desired to return
after the close of the war.
During the latter part of nineteen seventeen and the early part of nineteen eighteen,
two new departments were installed, namely, the tax department and the department
for professional training.
The tax department was organized for
the purpose of giving special attention to
the tax needs of clients, which needs began
to develop both extensively and intensively
on account of the tax legislation enacted
and in prospect. The step was something
of an innovation in public accounting organizations, but the wisdom of it has repeatedly manifested itself.
The department for professional training was instituted with the idea of giving
closer attention to the selection of men for
the staff, and to instruct and train them as
well as afford them opportunity for consultation and advice with regard to their
problems—technical, professional or personal.
T h e Boston office was opened in the India Building, 84 State Street, on September
1, 1918. M r . R. K . Hyde was appointed
Manager.
New Orleans followed Boston, an office
being opened in the Maison Blanche Building on February 1, 1919, with M r . H . J .
Jumonville as Manager.

M r . Dunn represented the firm in directing the Bureau of Audits of the Alien
Property Custodian's office. O n this important work M r . Dunn was in Washington slightly over a year.

The next outstanding date in the firm's
history was M a y 1, 1919.
On this date
the executive division of the organization
was made effective, the executive offices
were opened at 469 Fifth Avenue, New
Y o r k , and a practice office in Philadelphia
was added to the organization.

M r . Simson spent several months in
Washington supervising the work of preparing the accounts of the American N a tional Red Cross for audit by the W a r Department.
The firm carried employes engaged in
service on either an honorary or effective
payroll, according to the circumstances, and

Prior to this time and for a number of
years, several of the firm members had
gradually been devoting a large part of
their time to directing the administration
of offices other than N e w Y o r k . A s the
offices increased in number, the necessity
for such guidance became more apparent.
It was also seen that if the same kind and
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quality of service were to be rendered to
clients, regardless of where such clients
might be, or the office to which they might
apply, and provision were to be made for
expansion, refinements in the organization
must be effected.
The executive division was therefore established. It was located at a separate address in the uptown business district, first,
because of lack of space in the downtown
financial district; second, because of the
desire to separate it physically from the
New Y o r k practice office and emphasize
its existence. It was also thought that such
measure would help to give a better perspective of the organization as a whole to
those who were to be responsible for its
administration.
Under the new plan, M r . Sells, M r .
Ludlam and M r . Dunn became advisory
partners, while M r . Cook became managing partner. The functional and special departments organized were designated respectively, secretarial, professional training, reports, taxes, financial and offices.
The plan has not been changed, except to
introduce the office of district partner, the
function of which is to maintain closer
contact between the practice offices and the
executive office. Each district partner has
assigned to him a number of practice offices, for which he is responsible.
On October 30, 1919, the firm announced the proposed opening of an office
in Shanghai, China. M r . H . S. DeVault
was appointed Manager and, with two assistants, is at the present time on his way
to the F a r Eastern office. Shanghai, as the
principal port and financial center of China,
with its rapidly increasing American business activity, appears to offer an opportunity for service which should justify this
step.
Recent expansion included the acquisition, on January 1, 1920, of the practice in
Denver conducted by Messrs. Page and T .
H . Lawrence, and the opening of offices
in Kansas City, Missouri, and Tulsa, Oklahoma. M r . T . H . Lawrence remained in
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Denver as Manager of that office, M r .
Page Lawrence becoming Manager of the
office in Kansas City, which was opened on
February 1, 1920. The Tulsa office, with
M r . J . A . Padon as Manager, was opened
on February 6, 1920.
Other offices for which arrangements
have been made are Dallas, Texas, Paris,
France, and Havana, Cuba. The firm has
also in contemplation an office in Salt Lake
City.
The expansion of the past quarter century testifies to the firm's efforts to meet
the demands for the services of certified
public accountants.
W h a t the future holds nobody knows. It
is safe to predict, however, that accountancy will in the future occupy a place of
no less importance than to-day. Just as
this country seems destined to become a
financial world power, so accountancy must
take on a broader aspect. Where the financier goes, the accountant follows. American financiers should have an opportunity
to avail themselves of the services of American accountants.
In this country there is reason to believe that the demand for public accountants will steadily increase. M a n y things
point the way to this belief. The federal
income tax, with all that may have been
said against it, has developed a contact between the public and the accountant which
has done much to acquaint the former with
the abilities of the latter. The more the
public knows about accounting, the more
is it likely to appreciate the need for the
accountant. There are always larger and
more complicated problems to be solved.
The necessity for a knowledge of costs
and cost accounting was brought out by
the recent war. Cost-plus contracts served
as a medium for transacting much of the
business of the government. A s an effective and economical means, they have been
both praised and blamed. They served,
however, to acquaint a large number of
persons with the theory of costs and the
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important part which the subject plays in
accounting.
In this field it is not unlikely that there
will be much activity in the time to come.
M a n y of the industrial disputes will depend for their settlement upon what
constitutes cost. Profit-sharing, the distributions under plans of labor co-partnership and industrial democracy carry back
to the determination of costs. Whether or
not the miners may receive an increase in
wages without bankrupting the mine operators is a question which costs may settle.
The American merchant who wishes to
compete with the European merchant in
the markets of South America must have
a most accurate knowledge of his costs,
manufacturing, packing and shipping.
The changes in the many phases of business activities responding to the upward
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trend of the price level, call for unusual attention, which the accountant, through his
broad contact with business affairs, is unusually qualified to give. Property values,
inventories, insurance, depreciation, exchange and numerous other items have
had their aspects changed by what some
are pleased to call inflation.
Discovery
is frequently made of some new way in
which benefit may be derived from retaining the public accountant.
W i t h such general outlook it would be
strange if the firm did not take an interest
in having a part in the work of the future.
A carefully planned organization, composed of industrious workers, and permitting of unlimited expansion, should be
of considerable help in achieving the part
to which the firm aspires.
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Charles S. Ludlam
Born Chicago, Illinois, November 11,
1866; educated in Chicago public schools;
entered employ of Pullman Company as
office boy at 14, remaining two years and
advancing to bookkeeper of the company's
capital stock accounts and records; resigned
on account of health and went to Albuquerque, New Mexico; was employed there
several years in accounting department of
Atlantic & Pacific Railroad Company; afterwards in Colorado as general bookkeeper
of Colorado M i d l a n d Railway; then, for
several years with J . J . Hagerman, capitalist of Colorado, as general accountant and
auditor of numerous railroad, construction,
mining, irrigation and land companies; resigned to become associated with Haskins
& Sells in November, 1895.
M r . Ludlam represented Haskins & Sells
on the engagement for the City of Chicago, on the accounting work at the time

of the reorganization of the street railways in Saint Louis, and on the Oklahoma,
Missouri and Arkansas rate cases; also as
accountant for the United States Liquidation Commission, which had charge of the
post-war settlements between the United
States and the Allies.
H e is a certified public accountant under the laws of New York, Pennsylvania,
Ohio, Illinois, Missouri and Oklahoma;
member of Board of Examiners and Council American Institute of Accountants; author of "Treatment of Sinking Funds" and
"Methods of Accounting and Auditing in
a Bond H o u s e " ; member of numerous state
accounting societies, the American Academy of Political and Social Science; N a tional Municipal League; Bankers Club of
America; Union League Club of New
Y o r k ; Garden City Country Club and Garden City Golf Club.
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Homer A. Dunn
Born Valley Falls, Kansas, A p r i l 22,
1863; educated in the high school of V a l ley Falls and Washburn College, Kansas;
after leaving college, by turns, a deputy
postmaster, telegraph operator, train dispatcher, station agent, examiner of agents'
accounts and a stenographer; in charge of
the construction of the extra territorial
lines of the Missouri and Kansas Telephone Company and the United Telephone
Company of Kansas City; afterwards successively engaged in the accounting department of the Kansas City, Fort Scott
and Memphis Railway Company; freight
and passenger accountant of the Kansas
City, Memphis and Birmingham Railroad
Company; chief clerk of the accounting department of the Colorado M i d l a n d Railroad; assistant auditor of the Atchison, T o peka and Santa Fe Railway Company; auditor of the Central of Georgia Railway
Company, and the Ocean Steamship Company of Savannah; active in reorganizing
the accounts of lumber companies, coal and
coke companies, water companies, hotel
and industrial companies, and in other constructive accounting and
organization
work; investigated the resources and pros-

pects of the famous mining camp of Cripple Creek; while with the Central Railway
of Georgia Company devised the first successful system of billing freight through
from initial steamship ports to interior
railway destinations; became associated
with Haskins & Sells, June, 1902.
M r . Dunn represented the firm in directing the work of the Bureau of Audits
of the Alien Property Custodian's Office
during the recent war.
H e is a certified public accountant under
the laws of New York, Missouri, Ohio and
Oklahoma; member of the American Institute of Accountants; the New Y o r k State
Society of Certified Public Accountants;
Association of American Railway Accounting Officers; Ohio Society of Certified Public Accountants; Metropolitan Museum of
A r t ; author of the following articles and
papers: "Accounting Inconsistencies and
Fallacies," "Information Needs of Investors for Judgment of Public Utilities,"
"Railway Accounting in its Relation to the
Twentieth Section of the Act to Regulate
Commerce," " U n i f o r m Accounting Methods for Anthracite Coal Operations."
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Born Atlanta, Georgia, July 22, 1881;
graduate Boys' H i g h School, Atlanta,
1898, and New Y o r k University School of
Commerce, Accounts and Finance with degree of B.C.S., 1903 ; two years in auditor's
office of Atlanta and West Point Railroad
Company and the Western Railway of A l a bama ; with Haskins & Sells since Decem-
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ber 20, 1899; certified public accountant
under the laws of New York, Ohio, M i s souri and Oklahoma; member of American
Institute of Accountants, director New
Y o r k State Society of Certified Public A c countants and member of other accounting
societies.
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W i l l i a m P. Bickett
Born Cincinnati, Ohio, August 21, 1873;
educated in private schools; miscellaneous
banking and accounting experience; joined
Haskins & Sells organization December 23,
1901; appointed manager Chicago office
M a r c h 1, 1913; member of firm June 1,
1918 ; certified public accountant under the
laws of Missouri and Oklahoma; member
of the American Institute of Accountants;
president Illinois Society of Public Accountants ; member Chicago Association of Commerce, Chamber of Commerce of the
United States, and Foreign Trade Commission.
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Sells' private secretary, secretary for the
firm, and head of the Secretarial Department.

John R . Wildman
Born Yonkers, N e w York, M a r c h 15,
1878; educated public schools, Yale U n i versity, N e w Y o r k University; degrees
Sc.B., B.C.S. (cum laude), M . C . S . ; member Delta M u Delta Scholarship Society;
accounting prize, N e w Y o r k University;
served in Spanish-American W a r in U . S.
and Porto Rico, and in operations incident
to American organization in Porto Rico
1898-1900; government disbursing officer's
clerk and disbursing officer 1900-1905;
manager, Porto Rican Teachers' ExpediA r t h u r H . Carter
tion to the United States, 1904; member
Born Hillsboro, Kansas, January 6,
Haskins & Sells N e w Y o r k staff 19051884; educated at the M a r i o n Kansas H i g h
1909; instructor and professor of accountSchool, Braden's School, H i g h l a n d Falls,
ing N e w Y o r k University since 1909; cerNew Y o r k , and the United States M i l i t a r y
tified public accountant, New Y o r k ; direcAcademy, graduating from the latter in
tor, New Y o r k State Society Certified Pub1905; served in the United States A r m y
lic Accountants; member, American Infrom 1905 to 1915; engaged in civil purstitute of Accountants, American Economic
suits until A p r i l , 1917, when he offered his
Association, American Statistical Associaservices to the government and was made a
tion, American Association of University
major in the ordnance department; apInstructors in Accounting, National Assopointed lieutenant colonel January, 1918,
ciation of Cost Accountants; director of
and in A p r i l was promoted to colonel of
professional training, Haskins & Sells, since
ordnance; in July, 1918, he was appointed
January 15, 1918 ; member of firm of Hasa colonel of field artillery, and subsequentkins & Sells since December 1, 1918.
ly assigned to duty as commandant of the
Field Artillery, Central Officers' Training
E d m u n d C. Gause
School at Camp Zachary Taylor, KenBorn Wilmington, Delaware, July 22,
tucky; organized and conducted this school
with great success, and received the distin- 1873; educated in the private schools of
guished service medal; joined the Haskins Wilmington, and at Pennington Seminary,
& Sells organization A p r i l 1, 1919; head Pennington, N . J . ; business and accounting
of the Department of Organization and experience in connection with lumber companies, ship-building, car-building, engineExpansion.
building, blast furnaces and railroads; for
Sarah I. Bolles
three years instructor in the University of
Educated in grammar schools of Brook- Pittsburgh, School of Economics, Accounts
lyn and in Northfield Seminary; special and Finance; certified public accountant uncourses New Y o r k Preparatory School and der the laws of Pennsylvania, Ohio, M i s Columbia University; after one year's ex- souri, Colorado and Oklahoma; member
perience engaged by Haskins & Sells, N o - of the C. P . A . societies of Pennsylvania,
vember, 1900, as a typist in the Report De- Ohio, Missouri and Illinois; American
partment; successively stenographer, M r . Institute of Accountants; M i l i t a r y Order
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of the L o y a l Legion; joined Haskins &
Sells January 22, 1909; member of firm
December 1, 1918.
A r t h u r S. Vaughan
Born Richmond, Virginia, June 1, 1869;
educated in the public schools of Richmond,
Virginia, and Cincinnati, O h i o ; graduated
from Woodward H i g h School, Cincinnati,
June, 1888; employed in the comptroller's
office of the Cincinnati, N e w Orleans &
Texas Pacific Railroad Company from
1888 to 1893 ; auditor Birmingham and A t lantic Railroad Company from 1893 to
1898; greater part of time between 1894
and 1899 making special examinations and
audits, several of which were made for
Haskins & Sells; auditor of the Carolina
Construction Company, 1899-1900; from
December 1, 1900, to date, with Haskins
& Sells as accountant, manager Chicago office, and member of firm; now head of
General Report Department; certified public accountant of New Y o r k ; member of the
New Y o r k State Society of Certified Public Accountants; member American Institute of Accountants.
William H . Bell
Born Uxbridge, Ontario, Canada, October 1, 1883; came to the United States
in 1895, and renounced allegiance to the
British King in 1913; educated in various
grammar and high schools; graduated in
1900 from the high school at Springville,
N e w Y o r k ; business experience covers general bookkeeping in department store, telephone factory, and shoe factory; joined
Haskins & Sells January 25, 1909, entering the Report Department; successively,
member New Y o r k staff, Baltimore staff,
associate manager Baltimore office, manager Saint Louis office, manager N e w Y o r k
Report Department; member of firm December 1, 1918; graduate N e w Y o r k University School of Commerce, Accounts and
Finance with the degree B.C.S.,
1910;
M . C . S . from Saint Louis University, 1918 ;
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engaged in educational work in Baltimore
and Saint Louis; certified public accountant
under the laws of New York, M a r y l a n d
and Missouri; member of the American Institute of Accountants, American Association of N e w Y o r k Instructors in Accounting.
George M . Dallas
Born Nashville, Tennessee, A p r i l 29,
1884; educated grammar and college preparatory schools; graduate United States
N a v a l Academy, 1907; served in the
United States N a v y until 1912; business
and accounting experience in connection
with the Western Electric Company, Powers Accounting Machine Company, and
Poster Advertising Company; specialized
on financial and cost accounting systems;
with Haskins & Sells since November 12,
1917, as head of the T a x Department.
Leslie N . Simson
Born Seneca Falls, N e w Y o r k , A p r i l 13,
1868; educated in the common and high
schools; miscellaneous banking and railroad accounting experience, including service as general bookkeeper and traveling
auditor; from July, 1901, to June, 1908,
with Haskins & Sells; 1908 to 1912, with
Equitable Life Assurance Society of the
United States, as Superintendent, Bureau
of Insurance; since January 15, 1912, with
Haskins & Sells successively as manager of
the Saint Louis office, and member of the
firm; now head of the Financial Department; certified public accountant under the
laws of New Y o r k and M i s s o u r i ; member,
the American Institute of Accountants and
the N e w Y o r k State Society of Certified
Public Accountants.
Charles E . M o r r i s
Born Virginia, 1867; graduate University of Georgia, class 1886; joined Haskins
& Sells July 16, 1900; now resident partner N e w Y o r k ; certified public accountant
N e w York, Pennsylvania and Illinois.
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State Board of Accountancy in 1911, and
Edward F u l l e r
holds
degree of C P . A . in that state; adBorn in Brooklyn, N e w Y o r k , in July
mitted
as a partner in the firm of Haskins
1876; in 1897, upon the completion of a
&
Sells
in 1912, and appointed district
special course at the Norwich Academy,
partner
in
1919; in charge of the Pittsentered the industrial field in accounting,
burgh,
Cleveland
and Detroit offices, with
later assisting in various industrial and
headquarters
in
Cleveland.
commercial reorganizations and consolidations ; entered the employ of Haskins &
J o h n F . Forbes
Sells on August 28, 1905, as accountant on
Born in Wilmington, California, on
the staff of the N e w Y o r k office; resigned M a r c h 24, 1876; privately instructed, reDecember 19, 1908, to accept the presi- ceiving an education substantially equivadency and general managership of the lent to the university degree of Juris DocMaryland Biscuit Company, Baltimore, tor; for several years connected with the
Maryland, and assisted in its reorganiza- legal and accounting departments of the
tion, continuing in that capacity until N o - Southern Pacific Railroad; opened an office
vember, 1910, when he resigned and re- for the practice of accountancy in San Franturned to the Haskins & Sells organization; cisco on A p r i l 1, 1906; merged his pracappointed manager of the Baltimore office tice with that of Haskins & Sells and beof Haskins & Sells at the date of its open- came a partner in the latter firm on Januing, December 1, 1910; became a member ary 1, 1912; now commencing his fourth
of the firm December 1, 1913, acting as term of four years as President of the
resident partner, Baltimore, until October California State Board of Accountancy;
1, 1919, when he was appointed district member of the faculty of the University of
partner with supervision over the firm's of- California for over ten years; member of
fices at Baltimore, Philadelphia, Atlanta the California B a r ; chairman of the Comand New Orleans; in 1918 assisted the Bu- mittee on Municipal Budgets of the Comreau of Personnel, American Red Cross monwealth Club of California; consulting
(National Headquarters) in connection accountant for the city of San Francisco;
with the enrollment of personnel for over- Secretary-Treasurer of the California State
seas service; holds the C . P . A . certificates Society of Certified Public Accountants;
of Maryland and Missouri, and is a mem- member of the council of the American
ber of the American Institute of Account- Institute of Accountants; certified public
ants and the International Committee of accountant under the laws of California,
Young Men's Christian Associations.
Colorado, Illinois, Louisiana, Maryland,
Missouri, Ohio and Oklahoma.
J . N . Patton
Born in the year 1871 on a farm in the
Thomas N . W i l l i n s
state of Iowa; graduated from the ColumBorn Memphis, Tennessee, December
bus, Ohio, H i g h School in 1890; took up 29, 1871; educated in private schools; misaccounting work in 1893, such work for cellaneous business and accounting experitwelve years thereafter being confined to ence, of which nine years were in the accompanies operating in the United States counting department of the Kansas City,
and Canada engaged in mining, manufac- Fort Scott and Memphis Railroad and affilture of steel and metal products; desiring iated companies; joined Haskins & Sells
to embark in the public accounting profes- June 28, 1905 ; now manager of the N e w
sion, took employment on the New Y o r k Y o r k office; certified public accountant unstaff of Haskins & Sells in 1905; made der the laws of N e w Hampshire; associate
manager of the Cleveland office in 1909; member of the American Institute of A c passed the regular examination of the Ohio countants.
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A . R o y Porterfield
Born Wheeling, Missouri, M a r c h 25,
1876; educated in the schools of Kearney,
Missouri; miscellaneous accounting experience with the Kansas City, Fort Scott
and Memphis Railroad Company; the
Saint Louis and San Francisco Railroad
Company; the E l Paso and Southwestern
Railroad Company; the Missouri, Kansas
and Texas Railway Company; auditor A r kansas Southern Railroad Company; with
Haskins & Sells from June, 1908, to M a y ,
1917; subsequently auditor American International Corporation; rejoined the Haskins & Sells organization in M a y , 1918;
now associate manager N e w Y o r k office.
S. George H a y
Born Belfast, Ireland, January 25,
1882; educated in the preparatory schools
and Queen's College, Belfast; came to the
United States in 1902; since engaged in
public accounting; joined the Haskins &
Sells organization November, 1917; now
assistant manager New Y o r k office; certified public accountant under the laws of
Montana; member the Washington Society
of Certified Public Accountants; member,
the American Institute of Accountants.
Edward A . K r a c k e
Born in New Y o r k City (in what is at
present Manhattan Borough) on November 29, 1882; attended public school in
Brooklyn, graduating in 1900 from the
Boys' H i g h School; entered H a r v a r d College in the autumn of 1900 and completed
the requirements for the A . B . degree, receiving the degree in 1904; engaged in the
banking, foreign exchange, and real estate
fields from 1904 to 1912; joined the
Haskins & Sells organization December 30,
1912; appointed manager Chicago Office
June 1, 1918.
George W . Rossetter
Born at Gilman, Illinois, January 31,
1879; moved to Chicago in 1887 ; comes of
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a family long identified with the history of
Chicago, being the grandson of Asher Rossetter, one of the earliest residents of Chicago, and best remembered as proprietor
of the American Temperance House, Chicago's first hotel; several years' banking experience; since 1905 principally in public
accounting, five years of which were with
Haskins & Sells, in connection with Chicago office; attended second Officers' Training Camp at Fort Sheridan, Illinois, and
was commissioned in November, 1917,
serving in France in the 326th Machine
Gun Battalion, 84th Division, and latterly
as director in charge of accounting and commercial courses of the 36th Division, until
June, 1919; rejoined the Haskins & Sells
organization November 1, 1919, as manager of the Chicago office; certified public
accountant under the laws of Missouri;
member of the Illinois Society of Certified
Public Accountants, and the American Institute of Accountants; lecturer on accounting
and accountancy at American Institute of
Banking, Chicago Chapter, Chicago Y . M .
C. A . and Northwestern University; member Sons of the American Revolution;
American Legion; Chicago Association of
Commerce.

F r a n k l i n Bowman
Born in M a r k h a m , Ontario, Canada,
September 3, 1885; attended grammar and
high schools in Canada; studied advanced
accounting while employed as accountant
for Waterloo Manufacturing Company,
Limited, passing intermediate examination
for chartered accountant in 1905; entered
public accounting in Detroit, Michigan, in
1905; attended N e w Y o r k University
School of Commerce, Accounts and F i nance 1907-1910, graduated with degree
of B . C . S . ; obtained N e w Y o r k State C . P . A .
degree in 1910 by examination; entered
employ of Haskins & Sells January 1,
1911; appointed manager of Detroit office
February 1, 1920.
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E l i j a h Bates
Born in Ohio in 1877; educated in the
public schools at Alliance, Ohio, graduating from the high school in 1895, and from
the N o r m a l Department of M t . Union
College one year later; experience consists of teaching in the public schools
for three years, followed by four years
in the employ of the government in the
postal service; during the next ten years
held various office positions and entered
public accounting in 1913; joined the staff
of Haskins & Sells in 1915 ; transferred to
the Cleveland office in December, 1916,
and appointed manager November, 1919.
R a l p h K . Hyde
Born at Providence, R. L , January 29,
1878; attended public schools of Providence and Brown University; graduated
from Brown in 1898 with degree of A . B . ;
graduate student and instructor in mathematics at Brown for one year following
graduation; four years in the government
service as deputy collector of internal revenue, followed by six years of partly business and partly accounting experience in
the employ of various firms engaged in the
manufacture of boots and shoes and machinery and tools; for the last ten years a
practising public accountant as a member
of the staffs of Edwin L . Pride & Company,
Price, Waterhouse & Company, Lybrand,
Ross Brothers and Montgomery, and Haskins & Sells; joined the last-named firm on
November 1, 1917, and was appointed
manager of the newly opened Boston office
on September 1, 1918; obtained C . P . A .
certificate from Massachusetts in 1911, and
became a member of the American Association of Public Accountants and the Certified Public Accountants of Massachusetts,
incorporated in 1915.
J . Harvey O'Connell
Born Saint Louis, Missouri, October 27,
1883; educated in the public schools of
Saint Louis and the City College of L a w

and Finance; several years in the freight
accounting department of the Missouri
Pacific Railroad; miscellaneous general
bookkeeping experience; joined the Haskins & Sells organization January 15, 1911,
as member of the Saint Louis staff; certified public accountant under the laws of
M i s s o u r i ; instructor at the Saint Louis
University School of Commerce and F i nance, and the City College of L a w and
Finance; member of the American Institute of Accountants, Missouri Society of
Certified Public Accountants, American A s sociation of University Instructors in A c counting, and Secretary of State Board of
Accountancy of Missouri; appointed manager of Saint Louis office November 1,
1918.
Ernest B o y d
Born Prairie County, Arkansas, November 18, 1877; graduated from Central
H i g h School, Saint Louis, Missouri, 1896;
twenty years' experience in bookkeeping
and accounting, among which were one and
one-half years as chief accountant under
the State Auditor of Missouri, and four
years in the practice of accountancy; joined
the Haskins & Sells organization January
15, 1919; certified public accountant of
Missouri, instructor in the City College of
L a w and Finance, and in the Saint Louis
University; member of the Missouri Society of Certified Public Accountants,
American Institute of Economics, National Economic League, American University
Instructors in Accounting; assistant manager of Saint Louis office.
Charles C. Croggon
Born in Baltimore, Maryland, July 4,
1886; educated in the public schools of
Baltimore, attending for three years the
Baltimore City College and the Polytechnic Institute of Baltimore; studied accounting under private instructor 1906-1907;
was graduated from the International A c countants' Society in December, 1908; entered the service of the Merchants' & M i n -
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ers' Transportation Company as office boy
in the accounting department and left as
chief clerk of receipts, having worked in
every division of the accounting department; retained in October, 1914, as chief
accountant by the Public Service Commission of M a r y l a n d in its investigation of
The Chesapeake & Potomac Telephone
Company of Baltimore City for rate making purposes; entered the service of Haskins & Sells, Baltimore Office, July, 1915,
and was appointed manager, Baltimore
Office, June 1, 1919.
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was decided in favor of the plaintiff, became well known as the "Danbury Hatters
Case." The financial evidence upon which
the original award of damages was made
was based upon figures prepared by M r .
Sanford and supported by his testimony.
On July 16, 1917, he joined the New Y o r k
staff of Haskins & Sells, was assigned to
their Pittsburgh office in A p r i l , 1919, and
appointed manager thereof on November
1, 1919. M r . Sanford is a certified public
accountant of N e w York, and a member of
the Council, Pittsburgh Institute of A c countants.

Raymond C. R e i k
Born in Frederica, Delaware, M a y 5,
1886; educated in Frederica H i g h School,
Scranton Business College, University of
M a r y l a n d and Pace Institute of Accountancy; L L . B . , University of M a r y l a n d ;
C . P . A . , M a r y l a n d ; President, M a r y l a n d
Society of Certified Public Accountants; associate member, American Institute of A c countants ; entered the military service of
the United States August 27, 1917; commissioned first lieutenant in the aviation
section Signal Corps, November 8, 1917;
promoted to the rank of captain on October 28, 1918; served in the Bureau of A i r craft Production; assistant manager of the
Baltimore office since A p r i l , 1919.
Frederic H . Sanford
Born in Thompsonville, Connecticut,
July 15, 1874; after receiving education in
the public schools at Salisbury, Connecticut, entered the Episcopal Academy, Cheshire, Conecticut, in 1887, graduating in
1890, with honors in L a t i n ; entered the employ of D . E . Loewe & Company, hat manufacturers, Danbury, Connecticut, early in
1891, with whom he remained associated
until 1906. During the latter part of this
association, D . E . Loewe & Company commenced a suit under the Sherman antitrust law against the hatters' labor unions
for damages incurred by reason of the boycotting of their product. This suit, which

H e n r y W . Beebe
Born at Chillicothe, Missouri, M a r c h
29, 1869; from 1876 to 1884 attended public and private schools, with special instruction in bookkeeping; experience in banking, auditing and public accounting in Portland, Oregon, and San Francisco, with such
organizations as the American Steel and
W i r e Company, and Price, Waterhouse &
Company; from 1906 to 1913 office manager and chief accountant of Leland Stanford, Jr., University; with Haskins & Sells
since December, 1915 ; now assistant manager San Francisco office.
F. F. Hahn
Born Cincinnati, Ohio, 1882 ; educated in
public schools; miscellaneous accounting experience; in practice on his own account
from 1911 to 1916; with Haskins & Sells
since October, 1916; certified public accountant, California; instructor in accounting, University of California, 1918-1919 ;
manager Los Angeles office.
James M a i n l a n d
Born Kirkwall, Orkney Islands, Scotland, M a y 29, 1881; came to the United
States in 1888; educated in the grammar
and high schools of Oakland, California;
miscellaneous accounting experience with
the Market Street Railway Company and
the United Railroads of San Francisco;
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with Haskins & Sells since November,
1915 ; now assistant manager L o s Angeles
office.
H e n r y J . Jumonville
Born New Orleans, Louisiana, July 29,
1879; educated in the graded and high
schools of New Orleans; successively, assistant auditor, New Orleans Railway and
Light Company; auditor, N e w Orleans
Railway and Light Company; general auditor, American Cities Company; served
from 1917 to 1919 with the Gulf Division
of the American Red Cross, successively as
assistant manager, and comptroller in
charge of accounting and finance; appointed manager New Orleans office January 9,
1919; certified public accountant of Louisiana; Vice President, Louisiana Society
of Certified Public Accountants; member
of the Round Table Club at New Orleans
and the New Orleans Association of Commerce.
Pearce C. Davis
Born Cincinnati, Ohio, A p r i l 4, 1886;
educated in the public and high schools of
Cincinnati; experience in bookkeeping and
accounting with numerous mercantile, manufacturing and jobbing concerns on the Pacific coast; joined the staff of Haskins &
Sells August 1, 1912, and was assigned to
the San Francisco office; appointed manager of the Seattle office June 1, 1917 ; certified public accountants of California;
member of the American Institute of A c countants, California State Society of Certified Public Accountants, and Washington
Society of Certified Public Accountants.
Page Lawrence
Born in East Las Vegas, N e w Mexico,
September 8, 1885; educated in the private schools of Denver; several years' accounting experience various organizations
in Denver; continuously in practice as public accountant since 1907; certified public
accountant of Colorado; one time professor of accountancy, University of Denver
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School of Commerce, Accounts and F i nance; during the Great W a r , auditor in
charge of cantonment construction at Camp
Taylor, Louisville, Kentucky, and Camp
Sherman, Chillicothe, Ohio; also Mountain
Division accountant for the American Red
Cross; member of the American Institute
of Accountants, Society of Industrial Engineers; honorary member of the Alpha
Kappa Psi Fraternity; Vice-President of
the Colorado State Society of Certified Public Accountants; Secretary State Board of
Accountancy; senior partner in the firm of
Lawrence & Lawrence until January 1,
1920, when the practice was absorbed by
Haskins & Sells; now manager Kansas City
office.
Thomas H . Lawrence
Born in Denver, Colorado, November
15, 1886; car accountant and later in the
engineering corps of the E l Paso and
Northeastern R a i l r o a d ; 1902-1909 newspaper reporter in Denver and Kansas City;
began the practice of accountancy in Denver in 1912; associated in practice with his
brother, Page Lawrence, until January 1,
1920, when their practice was merged with
that of Haskins & Sells; certified public
accountant of Colorado; member of the
American Institute of Accountants; manager Denver office.
Thomas R . Y o u n g
Born in Vincennes, Indiana, July 29,
1886; educated in the public schools and
University of Denver, graduating from the
latter in 1913 with the degree of Bachelor
of Commercial Science; with Continental
O i l Company 1907 to 1917; became associated with Lawrence & Lawrence January 22, 1918; certified public accountant
of Colorado; member of American Institute of Accountants, Alpha Kappa Psi fraternity; now assistant manager Denver
office.
L . C. Matthews
Born Washington County, Georgia, October 11, 1867 ; educated in the high school
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at Tennille, Georgia, and the Virginia M i l itary Institute; accounting experience obtained with Central of Georgia Railway
Company and related companies in positions respectively of division traveling auditor, general traveling auditor and special
accountant; several years with the Atlantic Compress Company and the Cotton Insurance Association; special accountant for
the Railroad Commission of Georgia; two
years manager of the Atlanta branch of
the Audit Company of N e w Y o r k and subsequently for five years as an in-charge accountant on the staff of Alonzo Richardson & Company, certified public accountants; appointed manager Atlanta office of
Haskins & Sells, June 1, 1915.
W i l l i s L . Chaffee
Born Lowville, Erie County, Pennsylvania, November 4, 1867; educated in
schools of Wattsburg, Pennsylvania, and
Allegheny College, Meadville, Pennsylvania; several years' experience in private and
public accounting, including service with
Price, Waterhouse & Company, and Haskins & Sells; from 1908 to 1918, chief examiner of accounts, State of N e w Y o r k ;
from 1918 in-charge accountant with Haskins & Sells; appointed assistant manager
Atlanta office September 15, 1919 ; certified
public accountant of New Y o r k since 1906.
J . A d r i a n Padon
(Autobiography)
"I was born in the City of Saint Louis,
June 1, 1888. During my summer vacation in the year 1904, I was referred to
the Saint Louis Office of Haskins & Sells
by M r . A . B. Thompson of A . J . Edwards
& Sons, a client, who informed me that
they wished to employ an office boy.
A t that time I had finished my grammar
school education and intended to work
only during my vacation, planning to return
to school in the fall to complete my education.
I found my new work to be very inter-
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esting and after careful consideration it appeared to me that the opportunities and
possibilities for a thorough commercial education were so good that I decided to retain
the position taken during the summer and
endeavor to pursue my studies at night and
during unemployed time. I took a course
of study at a commercial college and after
being advanced to assistant office secretary
was assigned to the Saint Louis staff as a
junior accountant, during which time I took
up accountancy and kindred subjects in a
school of commerce and finance.
This brief resume of my association with
the firm does not bring out, as fully as I
should like, how I have striven and studied
for the appointment I have just received as
manager of one of the firm's offices,* and
how I have endeavored at all times to live
up to the ideals the firm holds so dear.
I realize my opportunities have been
great and I feel as though I have been
tutored by such men as Messrs. Chas. S.
Ludlam, T . F . Wharton, L . N . Simson,
W . P . Bickett, W . H . Bell, and E . C.
Gause, as I have come in close contact with
these gentlemen at times when they were
actively engaged in the practice of public
accounting and have received from them
their generous instructive assistance. T h e
inspiration and help received, due to this
association, was necessarily conducive, in a
large part, to what I consider my present
success."
Clifford E . Scoville
Born Chester, Connecticut, A p r i l 12,
1878; educated in the graded and high
schools; from 1895 to 1902 in various clerical and accounting positions with large
manufacturing concerns; with Haskins &
Sells as member of staff 1902-1906; during
1908-1909, while in the employ of a firm
of certified public accountants, made an exhaustive examination of the accounts of one
of the Southern states. This examination
covered a period of over 40 years and involved receipts aggregating over $200,*Tulsa, Oklahoma.
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000,000.00. From 1910-1915 practiced
as a professional accountant with an office
at Watertown, New Y o r k ; practice merged
with that of Haskins & Sells A p r i l 1, 1915 ;
manager of Watertown office from A p r i l
1, 1915; member of firm December 1,
1918; certified public accountant N e w
Y o r k ; member N e w Y o r k State Society of
certified public accountants and of the
American Institute of Accountants.
H o w a r d F . Farrington
Born N e w Y o r k City, August 30, 1890;
educated in the public schools of N e w
York, the H i g h School of Commerce, N e w
Y o r k University School of Commerce, A c counts and Finance, graduating with the
degree of Bachelor of Commercial Science;
entered the accounting profession in 1909;
with Haskins & Sells since January, 1916;
transferred to Watertown office M a y 30,
1916; appointed assistant manager Watertown office, October 1, 1918.

A r t h u r M . Lovibond
Born N e w Y o r k City, 1878; miscellaneous bookkeeping and accounting experience in connection with importers; joined
Haskins & Sells October 21, 1907; appointed manager of the London office June,
1916; certified public accountant, N e w
Y o r k ; member of the New Y o r k State Society of Certified Public Accountants and
of the American Institute of Accountants.

H e n r y S. DeVault
Born Bristol, Virginia, 1883 ; various accounting positions from 1900-1910, including five years as auditor of the Tennessee Railway Company; joined Haskins &
Sells February 1, 1910; appointed associate manager Atlanta office January 1,
1918; appointed manager Shanghai office
December 1, 1919.
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Recognition of Service
In pausing at this time to reflect on the
past life of the firm, it is pleasant to make
acknowledgment of the long-continued and
earnest efforts contributed by the following
members of the organization:
M r . James F . K e r r
N o v . 29, 1899
M r . Albert Greacen
M a r . 3, 1901
Miss Loretta Taaffe
June 12, 1901
M r . Gage H i l l s
Sept. 26, 1901
Miss Belle Hatfield
M a y 15, 1902
M i s s Anna Skinner
June 2, 1902
M r . C y r i l B . Dooley
Oct. 3, 1904
M r . Paul Shepard
N o v . 27, 1905
M r . John H . Garrison. . . . A u g . 27, 1906
M r . Frank J . M c N a l l y . . .Dec. 27, 1907
Some W h o Have H e l p e d
A review of the work and events of the
past twenty-five years brings to mind many
individuals who at one time or another
have helped to carry on the work. Some
of these have passed to the Great Beyond;
some have gone into public practice; some
have become associated with other organizations.
Among those who have passed from this
world are Peter G . White, known throughout the organization for his keen mind,
ready wit, and ability as an accountant.
M a n y a man will remember, when he was
a struggling junior assistant, the helpful
hand held out to him by Peter White.
Others who have gone are H . W . Brown,
Garry Brown, E . A . Hifton, J . O . Rice,
T . J . M u r r a y , M . E . Tarver, C . D . M a r tin, A . A . Noble and E . B. Wade.
Some of those engaged in public practice are W . H . West, John Flint, J . S.
Mitchell, W . H . Ferris, F . M . Brown,
R. C. Brown, P . J . Esquerré, C. H .
Crocker, L . L . Tompkins, F . H . H u r d man, T . R . L i l l and C . S. McCulloh.
M a n y of the Haskins & Sells' "alumni"
are occupying important positions of responsibility and trust in the business world.
D r . J . V . Westfall and M r . L . O . Fisher
are vice-presidents of the Equitable Life
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Assurance Society. M r . T . Finlay Wharton is comptroller of Deere & Company,
manufacturers of agricultural implements.
M r . R. E . Ulbricht is administrador of
the Banco Nacional de Cuba. M r . Frank
Samuelson, Jr., is auditor for the receiver,
New Y o r k Railways Company. M r . T .
H a r r y Lee is assistant treasurer, the
United States Rubber Plantations, Inc.
M r . A . P. Taliaferro is treasurer of Bonbright & Company, Inc., bankers.
Mr.
Shepard Rareshide is assistant treasurer
and director of the Borden Company.
M r . Thomas Cheyne is vice-president of
the W . S. Barstow Management Association, Inc. M r . L . L . Perrine is assistant
treasurer of the American International
Corporation.
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There should also be included M r . A . T .
Johnston, Jr., assistant to the president of
the Borden Company; M r . B. E . Gilbert,
treasurer, M a r t i n B . Brown Printing &
Binding Company; M r . A . G . Potter,
comptroller, American Ship Building Company; M r . E . N . Stone, comptroller, Gaston, Williams & Wigmore, Inc.; Messrs.
A . E . King, J . H . Ostberg, D . H . Fetherston, R. C. Hotson, H . S. Craig, H . W .
Immke, F. H . Clark, R. S. Bradley,
Robert Gray and H . R. Hayden.
It is a pleasure to recall these asociations
of the past. It is a privilege to acknowledge our indebtedness to the many who
have helped.
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The Place Ahead
S O M E men have the idea that opals are it and worried over it. Still it did not ocunlucky. When such men fail to get cur to him that his neglect to fit himself to
ahead they blame the opals. Others attrib- take up the work of a higher order was a
ute progress entirely to influence, and factor bearing on the indecision.
In the accounting department of a cerwhen they fail to gain promotion, consider
tain railroad company it was made obligalack of that possession as the cause.
The truth is the man who fails to move tory that every man should fit himself for
forward is lacking in vision. Opals have the place ahead. The order was not taken
nothing to do with the matter.
There seriously until one or two men were disnever was a time when influence generally charged for failure to comply. The others
played so unimportant a part in business. developed into the liveliest corps imaginThere has never been a time when down- able. The results were most satisfactory.
Fitting one's self may mean a number
right ability counted for so much.
of
things. It may be learning to do certain
Ability is a word which means a great
specific work. It may be acquiring tact or
deal. It does not restrict to the performthe art of supervision. Some persons have
ance of routine and isolated operations.
to improve their appearance or suppress
It is far more inclusive.
some disagreeable aspect of their personThe individual with ability performs his
ality. Others have to cultivate some trait
specific task as well as he can. H e regards
which is lacking. It consists, first, in anahis relations to other individuals and to
lyzing the job and determining its requirethe organization as a whole. H e considers ments; second, analyzing one's self; third,
his position as a representative of such or- setting about to bring the individual qualiganization. H e fits himself for the duties ties into line with the requirements of the
of the position above him.
job.
The assistant financial head of a large
Vision of the sort just mentioned is likely
institution had gone comfortably along for to account for many of the promotions toseveral years content to do well the work day. It is safer than depending upon luck.
assigned to him. H e appeared to give no It is more likely to bring success than trustthought to the place ahead. Suddenly his ing in a talisman. But vision must be acchief resigned. H e seemed to be the log- companied by thorough, intelligent, effecical man for the position, yet for some time tive work in the present place. Thus may
he was not appointed. H e wondered at one fit himself for the place ahead.
45
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Stock Dividends
Stock dividends have perhaps received
as much attention and discussion as any
other topic connected with revenue legislation and administration. The recent decision of the United States Supreme Court
appears not to have settled all the questions
relating to stock dividends. Already there
is evidence of attempts to offset the advantages accruing to taxpayers under the decision.
The following letter addressed recently
to one of our clients sets forth the present
status of the stock dividend situation and
contains some conservative advice on the
subject:

cumulated since February 28, 1913, have
been distributed."
Under these provisions a dividend,
either stock or cash, might be declared to
exhaust the profits accumulated since February 28, 1913, and that thereafter tax
free distributions might be made from
earnings accumulated prior to M a r c h 1,
1913.

The Supreme Court having declared
stock dividends not taxable, it would appear to follow that a corporation might
declare a stock dividend to exhaust the
earnings accumulated subsequent to February 28, 1913, and then declare a cash
dividend from earnings prior to M a r c h
Dear Sirs:
1, 1913, which cash dividend would not be
Replying to your request of the 15th in- taxable to the recipients.
stant for our views on the following quesT w o broad questions arise in this contion:
nection—(1) whether under the existing
" O n M a r c h 1, 1913, our surplus was ap- law, as interpreted by the Supreme Court,
proximately $1,300,000. O n June 30, such a tax exempt cash dividend could be
1920, it is estimated that this surplus declared; and (2) whether Congress will
will be approximately $6,000,000. Can amend the law so as to tax such dividend
we, on that date, declare a stock dividend or provide a special tax for the privilege
of $5,000,000 and a cash dividend of of declaring a stock dividend.
$1,000,000? When paying stock diviUnder the first broad question there are
dends does the Government consider
two
subsidiary questions to be considered:
that this covers the most recent earnings
(1)
Is a stock dividend a distribution of
in the same manner as cash dividends
profits?
(2) Is a dividend necessarily
would be held?"
deemed to be out of the most recently acUnder the Revenue Act of 1918, a divi- cumulated surplus?
In the discussion of the first subsidiary
dend was defined as "any distribution made
by a corporation to its stockholders or question, it should be noted that section
members whether in cash or in other prop- 201 (b) provides that earnings or profits
erty, or in stock of the corporation out of accumulated prior to M a r c h 1, 1913, may
its earnings or profits accumulated since be distributed exempt from tax after the
February 28, 1913." It was provided that earnings or profits accumulated since Feb"any distribution made in the year 1918 ruary 28, 1913, have been distributed. It
or any year thereafter shall be deemed to is chiefly under this provision that a divihave been made from earnings or profits dend declared out of earnings accumulated
accumulated since February 28, 1913, but before the incidence of the Income T a x
any earnings or profits accumulated prior L a w would be tax exempt. Under the
to M a r c h 1, 1913, may be distributed in Revenue Act as it was passed, a stock divistock dividends or otherwise, exempt from dend was a distribution of earnings and
the tax, after the earnings and profits ac- profits. It would appear, however, that
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the Supreme Court in its decision in the
case of Eisner vs. Macomber does not consider a stock dividend to be a distribution.
This is evident from the following words
— " T h e surplus may increase until it equals
or even exceeds the par value of the outstanding capital stock. This may be adjusted upon the books in the mode adopted
in the case at bar—by declaring a stock
dividend. This, however, is no more than a
book adjustment, in essence not a dividend,
but rather the opposite; no part of the assets of the Company is separated from that
common fund, nothing distributed except
paper certificates that evidence an antecedent increase in the value of the stockholder's capital interest resulting from an accumulation of profits by the company, but
profits so far absorbed in the business as
to render it impracticable to separate them
for withdrawal and distribution." A n d
again in the following quotation—"A stock
dividend shows that the company's accumulated profits have been capitalized instead of distributed to the stockholders or
retained as surplus available for distribution in money or in kind, should opportunity offer. Far from being a realization
of the profits of the stockholder, it tends
rather to postpone such realization in that
the fund represented by the new stock has
been transferred from surplus to capital,
and no longer is available for actual distribution."
If a stock dividend is not a distribution
of profits, then its declaration could not
distribute the earnings and profits accumulated since February 28, 1913.
The
condition required by law "that earnings
or profits accumulated since February 28,
1913, must be distributed before declaring
tax exempt dividends out of prior earnings"
cannot be met.
It might, therefore, be held that a cash
dividend, such as you propose, could not
be made tax exempt.
This situation could only be held logical
under the present Revenue Act by treating
stock dividends as distributions of earliest
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and not latest surplus, which brings us to a
discussion of the second sub-question.
The law refers to "most recently accumulated surplus" only in connection with
stock dividends received between January
1 and November 1, 1918.
It is true, of
course, that it is only in the case of dividends received between such dates that
there is any necessity for determining the
surplus from which the dividends were declared, and this provision might by analogy
be held to refer to all dividends. The
Revenue Act of 1916, as amended by the
Act of October 3, 1917, provided for the
taxing of certain dividends at the rates in
effect in the years in which the earnings from
which the dividends were distributed were
accumulated, and in this Act and the accompanying Regulations of the Department, the practise to treat dividends as
being from the most recently accumulated
surplus was established.
It has therefore, been the practise of the
Department to treat dividends as being
from the most recently accumulated surplus, but it should be noted in this respect
that such practise was most productive of
revenue.
Even the Regulations of the Department
relating to the present Revenue A c t have
allowed certain leeway in the determination
of the surplus from which dividends have
been distributed. Article 1543 of Regulations 45 Revised provides "In determining
whether a distribution is made out of earnings or profits accumulated after or before
M a r c h 1, 1913, due consideration must be
given to the facts and mere book entries
increasing or decreasing the surplus will
not be conclusive."
The spirit of the decision of the Supreme
Court in Eisner vs. Macomber is that stock
dividends are declared because capital has
been locked up in the business year by year
and cannot be released for distribution.
This is apparent in the following quotation—"Often, especially in a growing business, only a part, sometimes a small part,
of the year's profits is in property capable
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of distribution; the remainder being absorbed in the acquisition of increased plant,
equipment, stock in trade, or accounts receivable, or any decrease of outstanding
liability. When only a part is available
for dividends, the balance of the year's
profits is carried to the credit of undivided
profits, or surplus, or some other account
having like significance. If thereafter the
company finds itself in funds beyond current needs, it might declare dividends out
of such surplus or undivided profits; otherwise it may go on for years conducting a
successful business, but requiring more and
more working capital, because of the extension of its operations, and therefore unable to declare dividends approximating
the amount of its profits."
It appears to us that the common viewpoint would be that the stock dividend was
a capitalization of the earliest accumulation of surplus, and that a cash dividend
was a distribution of the latest and most
current surplus. The balance sheet of a
company when compared for a number of
years would ordinarily add weight to this
opinion.
In view of the discussion above, it appears to us that the Treasury Department,
being bound not by law but merely by previous practise and by previous laws, might
contend that stock dividends represent a
capitalization of the earliest surplus, regardless of statements which might be
made on the books of the company, and
that it would be difficult to overthrow this
contention of the Department.
The discussion of the second broad question as to the future action of Congress is,
of course, based on conjecture. It should
be noted, however, that the Supreme Court
in their decision emphasized the power of
Congress to tax a dividend at the rates in
force in the year in which received, whether
or not this dividend was paid from surplus accumulated prior to M a r c h 1, 1913.
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The Court took this position in the previous case of Lynch vs. Hornby, and has
emphatically reaffirmed it in Eisner vs.
Macomber. It would, therefore, appear
within the legislative powers of Congress
to so amend the Revenue Act as to tax a
cash dividend declared out of surplus accumulated prior to M a r c h 1, 1913.
We
cannot, of course, forecast the action of
Congress in this respect, but it would seem
reasonable to assume that an effort would
be made to replace the revenue which will
be lost by the stock dividend decision.
In conclusion we believe that great caution should be exercised in the declaration
of dividends until Congress has declared
itself as to taxation for the year 1920, and
until the attitude of the Treasury Department resulting from the decision of the Supreme Court has been more clearly ascertained.
Yours very truly,
(Signed)
H A S K I N S & SELLS.

Effect of Foreign Exchange on Economic
Problems
The present day economic problems are
no longer the domestic problems of by-gone
days. They are extensively complicated
by foreign elements.
The whole subject of foreign relations
as affecting the United States and as reflected by the foreign exchange situation,
was so clearly set forth and presented in
such a scholarly manner by M r . Alexander
Dana Noyes, financial editor of the New
Y o r k Evening Post, in a recent paper
before the Economic Club in New York,
that we have, through the courtesy of M r .
Noyes, had the article reprinted from the
Evening Post for distribution.
Copies are being sent out with the A p r i l
Bulletin.
Additional copies may be
obtained upon request.
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Solution to Foreign Exchange Problem
T H E problem dealing with Chilean exchange, which appeared in the February
number of the B U L L E T I N , is recognized
as a problem set at the November, 1919,
examination of the American Institute of
Accountants and published in the December, 1919, number of the Journal of A c countancy. It is a fine type of problem;
short, well balanced, and containing nothing with which a student of accountancy
should not be familiar. A t the same time
it represents a good test of the mentality
and particularly of those qualities of mind
which are necessary attributes of an accountant.
The situation in so far as the Pan-American Chemical Company is concerned must
be considered from two points of view.
The N e w Y o r k books show the advances
to the Chilean plant as they accumulate
from cable transfers. The advances are
shown on the N e w Y o r k books in U . S.
dollars. They remain that way. Further, they do not change until a report of
some sort, frequently called an account
current, is received and serves to clear the
account, or, in other words, to show what
disposition has been made of the funds advanced. A l l such entries are made in
U . S. dollars.
In the meantime the funds have gotten
into a country where the unit of money is
the peso instead of the dollar. T h e accounts at the plant are kept in the currency
of the country. Sometimes it is merely a
matter of convenience. In some countries
it is required by law. T h e entries in the
accounts may or may not be paralleled in
American money. Such is probably the exception rather than the rule. Financial reports or accounts current in such cases frequently show both currencies.
The student who would work out the
problem in question must first assume the
point of view of the Chilean plant. H a v ing received from New Y o r k U . S. dollars,

he must expect to account to N e w Y o r k for
so and so many U . S. dollars. H e must
convert them for use into pesos. H e must
keep his accounts in pesos. When he comes
to render his accounting he must convert
back to dollars.
Exchange governs the conversions both
from dollars into pesos and from pesos
into dollars. The problem is one in profit
and loss. Assume that when one dollar is
converted into pesos, exchange is quoted
so that one dollar equals six pesos. I f the
six pesos are held until exchange rises to
the point where the rate is three pesos to
the dollar, then converting the six pesos
into dollars would yield two dollars. The
result is a profit of one dollar. Pesos are
like any commodity. They are bought at
one price and, i f sold or used at another
price, the result is a profit or a loss, as the
case may be.
In the problem in question various sums
in dollars were transferred from N e w
Y o r k to Chile by cable. They were converted into pesos at various rates. T h e
rates were not the same at all times as
those prevailing according to the problem.
The rates prevailing were, however, used
in crediting out the sums disbursed, thus
giving rise to what proves to be a profit
on exchange.
For example, the first transfer of $30,000 realized 120,000 pesos. This, it will
be seen, was at the rate of four pesos to
the dollar. T h e disbursements for wages
relating to plant construction for the six
months ended June 30, 1918, were 60,000
pesos. T h e rate, as stated in the problem,
from January 1 to June 30, 1918, was
three pesos to the dollar.
60,000 pesos at 3 to the dollar = $20,000
60,000 pesos at 4 to the dollar = 15,000
Profit,

$ 5,000

In accordance with the statement in the
problem to the effect that production and
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construction were spread evenly over the
entire twelve months, the wages for plant
construction and operating, respectively,
should be divided into two parts. The
first part should correspond to the six
months ended June 30, 1918, during which
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time exchange was at the rate of three
pesos to the dollar; the second should correspond to the six months ended December 31, 1918, during which time exchange
was at the rate of five pesos to the dollar.
The result would be as follows:
SIX MONTHS TO
J U N E 30

TOTAL
Plant Construction. .
Operating

April

s i x MONTHS TO
DECEMBER 31

Pesos

Dollars

Pesos

Dollars

Pesos

Dollars

120,000
300,000

42,000
80,000

60,000
150,000

20,000
50,000

60,000
150,000

12,000
30,000

420,000

112,000

210,000

70,000

210,000

42,000

The precise manner in which the profit
of $22,000 works out in connection with

the transactions for the year is shown in
the following tabulation:
DISBURSEMENTS

RECEIPTS

PROFIT

Pesos

120,000 @ 4 =
90,000
=
60,000 @ 5
150,000
=
6
30,000 @
150,000 @ 5 =

$ 30,000

600,000

$120,000

180,000

@ 6 = $ 30,000

=

=

18,000
12,000
25,000
5,000
30,000

120,000
90,000 @ 3
60,000
150,000 @ 5
30,000
6
150,000 @
600,000

=

=
=

=

=

$ 40,000
30,000
12,000
30,000
5,000
25,000

$10,000
12,000

$142,000

$22,000

5,000
5,000*

Loss.
The same result is obtained in the solution of the problem in a much shorter way
through the customary method of balancing an account in which foreign exchange
is involved. It consists in keeping the cash
account in two kinds of money; balancing
the columns containing the pesos; converting the balance of pesos into dollars at the
rate of exchange on the date of closing;
entering the result in the appropriate dollar
column; balancing the columns containing
the dollars, and carrying the complement
of the balance to an account showing the
profit or loss on exchange.
Aside from knowing how to balance the

cash account, there is nothing about the
setting up of the accounts which is difficult.
The debit to the operating account for the
wages accrued at December 31, 1918, and
the credit to the operating account for the
inventory at the same date gives the cost
of nitrate shipments. There is some doubt,
from the facts stated in the problem, as to
the propriety of charging the shipments
against the N e w Y o r k office account.
There is a hint as to this, but in the absence
of a more specific statement, no harm can
come from allowing the account showing
the nitrate shipments to stand. The ledger
accounts follow:
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CASH
Dollars

1/1/18
4/1/18
7/1/18
10/1/18

120,000
150,000
180,000
150,000

30,000
30,000
30,000
30,000
120,000
22,000

1/1/19

600,000

142,000

180,000

30,000

Dollars

6/30/18
12/31/18

12/31/18

60,000
150,000
60,000
150,000

20,000
50,000
12,000
30,000

420,000
180,000

112,000
30,000

600,000

142,000

N E W YORK OFFICE
Pesos

1/1/18
4/1
7/1
10/1

PLANT

CONSTRUCTION

30,000
30,000
30,000
30,000

600,000

120,000

WAGES

ACCRUED

Pesos

Dollars

Pesos

60,000
60,000

20,000
12,000

60,000

120,000

32,000

Pesos

Dollars

Pesos

Dollars

150,000
150,000
60,000

50,000
30,000
10,000

60,000
300,000

10,000
80,000

360,000

90,000

360,000

90,000

Pesos

300,000

Pesos

10,000

NITRATE
Pesos

Dollars

80,000

BALANCE—DECEMBER

INVENTORY

Dollars

10,000

60,000

Debits

Dollars

22,000

SHIPMENTS

TRIAL

Dollars

PROFIT OR Loss O N E X C H A N G E

OPERATING

COST OF N I T R A T E

Dollars

120,000
150,000
180,000
150,000

31,

1918
Credits

30,000
32,000
80,000
10,000

New Y o r k Office
$120,000
Wages accrued
10,000
Profit or loss on exchange. . . . 22,000

$152,000

$152,000

Cash
$
Plant construction
Cost of nitrate shipments. . . .
Nitrate inventory
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The above appears to cover the requirements of the problem. T h e accounts have
been shown both in pesos and U . S. dollars. T h e trial balance has been shown in
U . S. dollars only; first, because pesos have
not been specified in the problem; second,
because for the purpose of incorporating
the entries in the New Y o r k books, U . S.
dollars only are needed.
The trial balance is an elaboration of
the account on the N e w Y o r k books entitled "Chilean Advances." W h a t was originally one credit balance of $120,000, becomes through the trial balance a number
of debit accounts aggregating $152,000
with credit accounts amounting to $32,000.
These accounts, when incorporated on the
New Y o r k books, would take the place of
the Chilean advances account.
One question might arise as to the treatment of the credit of $22,000 shown in
the trial balance as profit on exchange.
W h i l e the profit is the result of closed
transactions it is vested in a peso cash balance which, when disbursed, may be subject to a loss. The profit thus far built up
would be subject to a reduction on account
of the loss. T h e question which presents
itself is whether or not the credit should
be thrown into a reserve account until such
time as the profit has been realized. A p parently it should not. Were such procedure to be followed it would be difficult to
determine without extremely detailed accounting just when profits on exchange may
be taken up. It might also indicate a principle to the effect that profits may not be
taken up until the asset in which the profit
is vested has been realized. Such is not
the case ordinarily. T o do so would violate the principle of accrual. There seems
no good reason why such position should
be taken here. The profit should be taken
up in the period ended December 31, 1918.
Any subsequent loss on the conversion of
the cash balance should be charged against
the year following.

April

Expansion
W e have pleasure in announcing the acquisition, as of A p r i l 1, 1920, of the professional accounting practice of M r .
George R . Lamb, with offices in the
First National Bank Building, Cincinnati,
Ohio.
For the past seven years M r . Lamb has
been engaged in professional accounting
in Cincinnati. H e is a Certified Public Accountant of Ohio, a member of the Ohio
Society of Certified Public Accountants
and of the American Institute of Accountants.
M r . Lamb will remain in Cincinnati as
Manager. M r . Charles R. Bowen, for
many years connected with the New Y o r k
office, has been appointed Associate M a n ager.
Our office at Shanghai was formally
opened on A p r i l 1, 1920, at 131 Szechuen
Road.
Effective M a y 1, 1920, we will
open an office in Dallas, Texas, with M r .
Grover C. Bland as Manager. M r . H a r r y
A . H a l l , now of the N e w Y o r k office, will
be transferred to Dallas as Assistant M a n ager.
W e have also in contemplation for the
near future the opening of an office in
Paris, France, and the appointment of M r .
H . P . Garner as Manager.
M r . Garner was formerly a member of
our N e w Y o r k staff, withdrawing in M a y ,
1917, to enlist in the Depot Quartermaster's Department. H e served in France
with the American Expeditionary Forces,
and was subsequently appointed to the
United States Liquidation Commission.
H e re-entered our organization in March,
1920.
Plans for the opening of an office in
Havana, Cuba, are also nearing completion.
Effective A p r i l 1, 1920, Messrs. L . E .
Palmer and A . B . Foye have been appointed Assistant Managers of the New Y o r k
office. T h e former will be in charge of
reports; the latter in charge of tax accounting.
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Criticism
C R I T I C I S M , as used in one sense, is an
expression of disagreement or disapproval. The motive may be destruction
or it may be construction. Destructive
criticism is mean and annoying. Constructive criticism should be stimulating
and uplifting.
Ability to accept criticism of any kind is
not as a rule inherent. It has to be
acquired. It grows out of contact with the
world and the people therein.
The high-strung, sensitive person who is
responsive to every outside influence and
conscientious with regard to his every
action finds it more difficult to accept criticism than any other type. The man who
is always trying to do his best is apt to be
annoyed, even though annoyance is not
intended.
On the other hand, the "hard-shell"
hears severe criticism of his actions without emotion and frequently with smiling
countenance. On him it is time and effort
wasted. The most pointed thrust fails to
affect him.
Neither of these types has the proper
conception of criticism, or at least the most
progressive notion concerning it. The one
regards it as an affront. The other holds
it too lightly. It is not intended to offend
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the feelings. A t the same time it is not
intended to be ignored.
The modern idea with regard to criticism is that it must be constructive. It is
offered without intending to cast any personal reflection, but it should be taken
seriously. It is a means of helping us to
see ourselves as others see us. It is the
expression of opinion of one who is looking at the same thing from another angle.
N o two persons see the same things from
the same angle. A word of criticism should
therefore be received in the proper spirit;
as an attempt to be helpful, not condemnatory; as a co-operative measure with a
view to improvement; with the conviction
that the motive is construction.
The man who makes the most progress
is the one who, when he is criticized, gives
due consideration to the criticism and
profits by it. The junior assistant who is
criticized for failure properly to prepare
certain working papers should take no
offense. N o more should the manager who
receives a letter from the Executive Offices
as to the handling of some matter relating
to a client. It is all in the interest of better
service to clients, which is the idea around
which the whole organization is built. But
throughout the scale, from bottom to top,
let the criticism be constructive in its
nature.
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France After the War
By H O W A R D P. G A R N E R

Manager, Paris Office
AT

the signing of the Armistice on
November 11, 1918, France forgot
for a day the four years of war through
which she had passed. It is doubtful if
many realized to the full the disheartening
task ahead of turning the energy, which
for four years had been concentrated on
one purpose, back into the channels of
industry and commerce. However, France
is a country of surprises. She surprised
the world by her prompt payment to Germany of the indemnities for the war of
1870; again she surprised the world on
the Marne and at Verdun; and perhaps we
are due for another surprise in the progress
she will make in her recovery from the
effects of this war.
During the war industries and transportation facilities were under the control of
the government and were used for war
purposes to the exclusion of commerce and
the individual. The army had its officers
in control of the railway stations.
The
civilian could travel only i f facilities were
not needed for the transport of troops or
munitions. I recall that as late as Christmas Day of 1919 we received a highly indignant protest because we ran a special
train of soldier football rooters to witness
their team play. The service rendered by
the French railroads during the war was
remarkable, when it is considered that they
had practically no repairs during the war,
and that their able-bodied men had gone
to the front. When the Americans arrived
in France, women were trucking the freight
in stations and were even switching cars in
the yards. One remarkable switching crew
that I noticed during those times was composed of an American soldier, a Frenchman, a Frenchwoman, and an Austrian
prisoner.
L i v i n g conditions for the civilian popu-

lation of France behind the lines were very
trying. Food, bread and sugar particularly, were difficult to get. Fuel was rare and
costly. Cities were in darkness at nine
o'clock in the evening. Amusements were
few. H a r d l y a family but had lost a father,
brother, or son, and during the German
drives in 1918, when no mail was received
from the front for days or weeks, they
looked forward with dread to any news,
fearing it would be bad. The strain had
almost reached the breaking point It was
at this time the American support began to
make itself felt, both at the front and in
the morale of those behind.
T o the American soldier who knew
France during those times and who now
returns there the changes that have taken
place are truly remarkable. H e cannot at first realize that it is the same
France. When he becomes somewhat adjusted to present conditions, he wonders if
the past could have been real. F o r France
has shown an energetic spirit in doing
away with outward indications that war
ever existed, and has set to work resolutely
to mould her industrial and commercial
future.
If our returned soldier visits one of the
busy base ports at which he landed in 1917,
and where he embarked for home in 1919,
he will find activity, but it will be a changed
activity. The business of war has given
way to the business of peace. The camouflaged transports that lay in the harbor are
replaced by sober commercial boats. Soldier stevedores on the docks are gone. In
their places are civilians. The hundreds
of army trucks that made the place seem
like a beehive are still there, that is, those
that are needed. The others have been
distributed to aid in the rebuilding of the
devastated districts. When he goes out to
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the camp, where, when he left, some thirty
or forty thousand men were waiting to go
home, he will probably find a lone French
soldier on guard.
One now sees fewer men in uniform in
Paris than in Washington. The French
have demobilized their men, turning them
back to the industries of peace as rapidly
as consistent with the fact that they have to
bear the burden of 'watching Germany.
Events of the past few weeks have demonstrated their wisdom and foresight in that
direction. France has suffered at the hands
of the Germans more than any other country except Belgium, and her intention to
force Germany to make restitution, as provided for in the Treaty, is plainly evidenced by her recent attitude.
The vigorous way in which France has
undertaken the reconstruction of the
regions devastated by war and the progress
made in the past year are worthy of our
admiration. Ninety-five per cent. of the
villages destroyed by war have resumed
their municipal life. Railroad lines in the
invaded areas have been restored to the
extent of about ninety per cent. Out of
two thousand factories destroyed, over
fifty per cent. are now on a productive
basis. The refugees who fled from these
regions are returning and rebuilding. F o r
the present, the Government is giving such
aid as possible in anticipation of the restitution to be made by Germany.
Paris is now the center of Continental
trade. From Paris one may now take a
direct train, as in pre-war times, to Brussels ; to Warsaw via Vienna; to Bucharest
and Belgrade via Trieste; to Rome and to
M a d r i d . In Paris, due to these conditions,
and to the confidence which Europeans
have in the French Government, are now
located the head offices of many European
businesses.
The present French administration appears to have the confidence and support
of the people. This was emphatically
illustrated in the recent railway strike in
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France. The effects of the French strike
on the crippling of industry were, due to
prompt and decided action on the part of
the Government, very slight indeed as compared to the English strike of last fall, or
the Italian strike in January of this year.
The strength of the administration has
been tested not only by this railway strike,
but also by recent events in Germany.
M . Deschanel, the President, and M .
Millerand, the Premier, were chosen as
being men with the strength to tide France
over the present period of adversity and
the foresight to plan for her future prosperity. Time will show as to the wisdom
of the choice, but events up to the present
have indicated that the French are as fortunate in having such leaders now as they
were in having M . P o i n c a r é and M .
Clemenceau in time of war:
France has suffered greatly, but adversity is bringing out to the full extent her
resourcefulness. Throughout the war the
thinking Frenchman did not forget that the
winning of the war was but the first step
in the struggle, as was evidenced by the
industrial fairs at Lyons in the darkest
days. N o w , more than ever before, it is
planned to develop and utilize every resource of France, of the recovered Alsace
and Lorraine, and of their colonies. The
French realize fully the imperative necessity of increased production. W i t h their
native thrift they have restricted imports
to necessities. In this they have been aided
by the abnormal rates of exchange. Lately,
some favorable results are commencing to
show, as reports by French economists indicate that in January and February of this
year in some cases under review the import
of foodstuffs showed a decrease, and the
export of manufactured articles showed a
marked increase as compared with the
same period last year.
Some observers are inclined to a pessimistic outlook for the future of France,
due to what was perhaps a temporary lassitude and spirit of unrest as a reaction from
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four years of war. It may be remarked in
passing that this condition is not confined
to France. The average Frenchman of
today is optimistic as to the future of his
country. H i s attitude is in marked contrast with that of the citizens of neighboring European countries. In France you do
not hear expressed the desire to emigrate,
as you do in the other countries.
Judging the French by the history of
their past recoveries and taking into consideration their thrift and resources and
plans for development, coupled with their
pride and love for their country, it is not
too optimistic to believe that they will pass
successfully through the period of transition and emerge from their adversity a
new and powerful country.
We are vitally interested, for many rea-
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sons, in the recovery of France and the continuance of our friendship. It is perhaps
true that the constant daily contact during
two years of sore distress of two millions
of our people, with a different language
and consequent mutual lack of understanding, has caused some slight personal friction, which is heightened by our attitude
toward the Treaty and the abnormal exchange rate. But at heart the French are
our friends, and the time was never more
opportune for cementing that friendship.
It is well to consider that the strength of
our future relations with France will perhaps be determined in a great measure by
the confidence we show in her now, such
confidence being supported by an intelligent and sympathetic aid.

Keeping up with the Growth
A L I T T L E over two years ago the firm
introduced the Department for Professional Training. Its avowed purpose
was to develop a more effective staff. The
step was an experiment only in so far as
the methods were concerned. There was
never any doubt as to the benefits to be
derived from such a course of action.
The department has undertaken to maintain greater evenness in the permanency
of the staff; to select with care the additions to the staff; to instruct new men in
their duties and responsibilities; and to
follow up their technical and professional
development. The libraries of all offices
have been greatly strengthened, and there
has been a notable increase in their use.
There have been formal class lectures in
various subjects, recommendations as to
courses in accountancy schools and as to
individual study and reading, dinner meetings, and conferences with the individuals
as to the problems of their daily work.
The major portion of the experimentation has for physical reasons taken place

in New York. A n y seeming discrimination
against other practice offices has been due
to the intensity of concentration on the
experiment in connection with the New
Y o r k staff. The department has never,
however, lost its perspective and its desire
to serve every one in the organization
whether he be located in N e w Y o r k or in
Shanghai, China.
The extension of this work now seems
not only possible and desirable, but necessary, if the staff in size and effectiveness is
to keep pace with the growth of the practice. The gross practice for the fiscal year
ending M a y thirty-first proximo, partially
estimated, will show an increase of about
sixty-eight per cent. over the previous year.
If the same increase continues during the
coming year it will mean a considerably
increased staff throughout the organization. Such expansion will call for systematic general provision regarding the professional training work.
Anticipating such necessity, and with a
desire to extend the service of the depart-
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merit to all parts of the organization, plans
have been made whereby the manager of
each office has been asked to appoint a
representative to take charge of and be
responsible for the professional training
work in the respective offices. Such representatives will be assembled at the Executive Offices on June first and instructed during a period of two to three weeks in their
duties. Comprehended in subsequent work
of such representatives will be the conduct
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of courses of study prescribed for the
various classes of accountants, which will
be issued by the department in the form of
weekly lectures from September to December.
Thus it is hoped not only to provide
educational work of interest and benefit
for every member of the staff but the instrumentalities for keeping pace effectively
with a rapidly expanding organization and
increasing practice.

Consolidated Capital Stock Tax Returns
R E P R E S E N T A T I V E S of the Treasury
Department at Washington, in passing
on a case recently, wherein separate capital
stock tax returns had been filed for the
respective companies in a certain group,
basing the values on an apportionment of
the market value of the stock of the
parent company, objected to such procedure but made clear the present position of
the department in such cases substantially
as follows:
1. That separate capital stock tax returns will be required for each company,
regardless of affiliations;
2. That only in rare and exceptional
cases will the use of a consolidated report
as a basis for arriving at the values of
separate companies be permitted;
3. That the parent company will be
taxed on the market value of its stock if
there is a market, or on the book value or
capitalized earnings if there is no market;
4. That the subsidiaries will be taxed
on the book value of their stock;
5. That the department will not attempt to tax both the parent company and
the subsidiary companies on their capitalized earnings, admitting that such taxation
would be unjust;
6. That the question of consolidated

returns, and separate returns based on a
consolidated report has been discussed
thoroughly by the department in many
other instances during the last year and
that the position of the department has
been uniform in permitting no consolidations and no separate reports based on a
consolidation;
7. That the Solicitor for the Treasury
Department has furnished an opinion in
this matter and in such opinion has stated
that the law will not permit the use of a
consolidated return nor a return based on
a consolidated report, that he will not
countenance any administrative attempt to
permit such reports, and that the taxation
of the parent company and the subsidiary
companies, as separate entities, is not
double taxation.
8. That it is not the intention of the
department to amend the regulations so as
to permit consolidated returns but on the
contrary to so amend them as to prevent
any possibility of such returns being filed.
In view of the above it appears that if a
corporation having subsidiaries desires relief in such cases from what amounts to
double taxation, it will be necessary to
bring suit for the recovery of any tax levied
under this ruling.
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Suggestions in Relation to
Correspondence
The following suggestions relating to
correspondence have come from various
sources. They express in a nutshell what
many pages of printed matter frequently
fail to teach. W e know the interest that
is felt throughout our organization in such
matters and take this opportunity of giving
them wider distribution.
1.
Don't write unless in reply to an
inquiry or unless there is real need to convey information, to advance a constructive
idea, or to correct some error or some undesirable practice. It is more effective to
call attention to an error or bad practice
than to criticize unconstructively.
2. Be careful not to encroach on the
prerogatives of others.
3. Be concise and confine to one subject,
and so save time for all concerned.
4. In imagination put -yourself in the
recipient's place. This should involve considerations of dignity, courtesy, clarity of
expression, and avoidance of anything
which might savor of smartness or curtness.
5. If you write in anger or excitement,
withhold the letter until you have had time
to cool off; then you will re-write it.
6. Express every thought clearly, and
when that is done, don't try to explain;
give credit for intelligence at the other end.
7. I f a negative answer must be given,
do it directly but courteously in all cases
and regretfully in most cases, and without
suggestion of an alternative which might
be used for purposes of circumvention.
8. If there is a call or need for discussion, make it impersonal, i.e., discuss
principles, conditions, or practices rather
than persons.
9. Don't use two words where one will
answer; "please" is more effective than
" w i l l you please" or " w i l l you kindly."
10. A v o i d unusual or uncommon
words or expressions.
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11. Be particular to use properly such
common words and phrases as "shall,"
"should," "must," " w i l l , " "verbal," "oral,"
"amount," "quantity," " i n reference,"
"with reference," " i n accord," " i n accordance," "hardly," "scarcely," "with respect," " i n respect," "with a view;" and
don't substitute "same" for the proper
pronoun.
12. Don't return letters to the writers;
it is not courteous, besides which originals
retained for future reference are more
valuable and accurate than copies.
W e note with pleasure that M r . Raymond C. Reik, assistant manager of the
Baltimore office, has been appointed a
member of the Board of Public Accountant
Examiners of Maryland.

Service at Cost
MUCH
interest has been manifested in
the bill which has been before the
legislature of the State of New Y o r k recently having as its purpose a flexible fare
for the street railways of New Y o r k City
based on the cost of service.
Embodied in cost, as the term is used in
the bill, are the items of operating allowance, maintenance and renewals, return
upon investment, rentals, and a contingent
reserve fund.
The return on investment is fixed at ten
per cent.; seven to go to shareholders;
three for reserves to insure a margin of
safety, amortization of short term franchises and contingencies.
Any surplus funds remaining after deducting the cost from revenue are to be
apportioned, 30% to the city, 20% to the
company, 50% to a fund known as the
"Fare Reduction Fund."
The last named fund is to be administered by a Fare Reduction Board, which
has the power to increase the revenue by
transfers from the fund and decrease the
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fare where the excess so indicates, or in the
contra event to increase the fare.
Obviously, the street railways of the
country must receive attention if they are
to continue in their place of importance.
Like every other business activity they need
more capital. There is no way to get such
capital except to go into the competitive
money market and pay the price. T h e return must be adequate to attract investors
and lenders. Increased revenue through
higher fares only will accomplish the desired result. Everything else which the
public buys costs more. W h y shouldn't a
street car ride?
The bill appears to provide relief from
the restrictions imposed by franchises and
other agreements, all of which have prevented the railways from raising fares. A t
the same time it insures the public of reduction in fares after the contributors of materials, labor, capital, and privileges have
been adequately compensated.
Cleveland, Cincinnati, and Dallas have
had similar systems in operation for some
time; Cleveland since 1910. The fare in
the latter city was at first three cents, but
has gradually risen until at present there
are six tickets for a quarter with the expectation of a straight five-cent fare soon.
The bill to provide service at cost for
New Y o r k City, known as the Jenks bill,
failed to pass at the recent session of the
New Y o r k State Legislature.

Passing It Along
EXPERIENCE
is a great teacher. One
learns most perhaps from one's own
experience, but the experience of others
frequently serves as a good alternative.
In an organization such as this, where
many representatives are coming in contact
with many different fields of activity, there
is large opportunity to pass on matters of
interest which come to the attention. A n
unusual situation or condition incident to
the practice, may not only be of interest,
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but of benefit, if it is sent in for publication.
Discussions, technical in their nature, will
be welcome, as will articles dealing with
current economic problems.
Every industry has its peculiarities.
Every line of business activity is likely to
have some phase which is affected by the
peculiar economic and financial conditions
existing at the present time. It is a duty
we owe to our organization, when we come
upon something of interest, to pass it
along.

Spanish Translation
There appears below a translation of
the letter in Spanish which appeared in the
February number of the B U L L E T I N .
Following the translation is a further
letter in Spanish.
Santiago, February 3, 1920.
M r . Rafael Altanura,
Valparaiso.
Dear S i r :
W e are glad to answer your letter in
which you ask for a statement of your account, including all the transactions for the
month of January. Y o u will find a l l this
information in the enclosed summary,
which has been prepared by our accounting
department.
The debit balance of twenty-four hundred dollars ($2,400), shown in this summary, includes an item of seventy-two dollars ($72.00) for interest at 3 per cent.
to January 31, 1920.
W i t h our thanks for your orders, we are
Yours very truly,
LOPEZ Y GONZÁLEZ.

Valparaiso, 7 de Febrero de 1920.
Señores
Lopez y González,
Santiago.
M u y seáores míos:
Agradezco a
Uds. el estado de mi cuenta que se sirvieron enviarme con fecha 3 del presents y cuyo saldo deudor de dos m i l
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cuatrocientos pesos he encontrado
conforme.
De acuerdo con nuestro arreglo,
autorizo a Uds. para que giren en
mi contra, a 60 dias vista, por intermedio del Banco Anglo-Sudamericano. Como de costumbre, t e n d r é el
gusto de aceptar esta letra a su presentación.
Aprovecho esta oportunidad para
comunicarles que acabo de recibir de
Londres una importante remesa de
casimires ingleses, los que tengo el
agrado de ofrecer a U d s . . E l vendedor de esta casa, don Luis Escobar,
los v i s i t a r áen la semana próxima y
les l l e v a r ámuestrarios, listas de precios, etc..
Como en ocasiones anteriores, todas sus facturas tendrán un descuento
adicional de 2% sobre los precios que
les cotice mi vendedor.
Sin otro motivo, quedo
De Uds. atto. y S.S.
Rafael Altanura.

Additions to the Library, April, 1920
American Academy of Political and Social Science. Bonds and the bond market. Philadelphia,
American Academy of Political and Social Science, 1920. 223 p. (The Annals, v. 88.)
Brannan, Joseph Doddridge.
The negotiable
instruments law, annotated with reference to the
English Bills of Exchange Act . . . together
with comments and criticisms on the negotiable
instruments law. Edition 3, revised and enlarged.
Cincinnati, O., The W . H . Anderson Company,
1920. 66 + 622 p.
Dale, Samuel Sherman. Cost finding for textile
mills: cotton, woolen, worsted, hosiery, underwear. Boston, Textiles, (c1916). 32 p.
Cost finding in woolen and worsted mills.
Boston, Textiles, (c 1918). 49 p.
Holdsworth, John T h o m . Money and banking.
Edition 2, revised. New York, D. Appleton and
Company 1919. 511 p.
Krause, Louise B . The business .library; what
it is and what it does. San Francisco, Technical
Publishing Company, 1919. 116 p.
Prentice-Hall, Inc. New York State tax service, including the tax law of New York state,
with full explanations, decisions, rulings and suggestions. New York, Prentice-Hall, Inc., 1919.
Prentice-Hall business information service. New York, Prentice-Hall, Inc., 1920.
Standard Statistics Company, Inc. Non-taxable
1919 dividends under the New York state income
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tax law. New York, Standard Statistics Co., Inc.,
(c1920). 21 p.
Securities prices as of December 31, 1918;
compiled for and under the supervision of the
Comptroller of the state of New York for use in
determining the valuation of securities under the
state income tax law. New York, Standard Statistics Company, Inc., (c1920). 288p.
Status of bonds under the Federal Income
Tax; 1920 edition. New York, Standard Statistics Co., Inc., (c1920). 244 p.
United States.
Federal Trade Commission.
Cost reports of the Federal Trade Commission:
Coal, No. 2, Pennsylvania, anthracite. Washington, Government Printing Office, 1919. 145 p.
Cost reports of the Federal Trade Commission: Coal, No. 3, Illinois, bituminous. Washington, Government Printing Office, 1920. 127 p.
Cost reports of the Federal Trade Commission: Copper, June 30, 1919.
Washington,
Government Printing Office, 1919. 26 p.
Food investigation; report . . . on the
meat-packing industry: part 2, Evidence of combination among packers. Washington, Government Printing Office, 1919. 294 p.
Report on leather and shoe industries,
August 21, 1919.
Washington,
Government
Printing Office, 1919. 180 p.
United States. Tariff Commission. Costs of
production in the dye industry, 1918 and 1919;
details of costs for a selected list of dyes and
intermediates. Washington, Government Printing Office, 1920. 24 p.
United Typothetae of America. The standard
cost finding system; condensed general information regarding the use of the standard cost finding system in the printing office. Chicago, United
Typothetae of America, 1919. 20 p.
V i n a l , Eugene R. Mathematics for the accountant.
New York, The Biddle Publishing
Company, 1920. 172 p.
Index to Volume I I I
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.
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"Criticism"
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Putting Yourself In His Place
WHEN
Charles Reade wrote his book
entitled "Put Yourself in his Place"
accountancy as a profession had scarcely
been conceived. M u c h less is it probable
that the author realized he was striking
the key-note of successful practice in such
field.
Methods there are for carrying out
engagements. Technique has been evolved
by various practitioners.
Professional
ethics have played an important part in
the upbuilding process. But consideration
of the wishes and needs of the client are
paramount in the achievement of satisfactory service.
It is probably not an extravagant statement to say that every client has in his
mind, either definitely or indefinitely
formed, a purpose in retaining the services
of a public accountant. Some make clear
the purpose immediately; others perhaps
with intent, or through thoughtlessness, or
because they do not regard it as necessary,
fail to do so.
It is not sufficient that the public accountant know accounting. H e is presumed to
have that knowledge. H e must know men;
how they feel, how they act, what they do
under certain conditions and circumstances,
what is the effect upon them of certain relations, what are their responsibilities, desires,
and ambitions.
The attitude of mind of the sole pro-

prietor who seeks a general review of his
accounts to satisfy himself as to their
accuracy is different from that of the head
of a business who is depending upon a
certified statement as a basis for application to a bank for a loan with which to
expand the business.
The precision required of an executor
in accounting to the surrogate leaves no
doubt in the mind of the former as to
whether or not it is sufficient to "test" the
income of the estate. H e retains a public
accountant to give his accounts the most
thorough and searching checking in order
that he may have no difficulty subsequently
when he files his accounting. Yet to indulge
generally in a complete checking of the
sales slips in a department store would
probably be received with anything but
approbation.
The accountant should put himself in
the place of the client. H e should try to
see the problem through the eyes of the
client; to think the thoughts which the
client thinks. H e should try to decide
what a reasonable man would, under the
circumstances, desire or need. A little
imagination appropriately and intelligently
used frequently is of great assistance. The
success of the public accountant depends
in a large measure on his ability to grasp
and fulfil the significance of this requirement.
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The Marketing of Cotton
By L . C. M A T T H E W S

Manager, Atlanta Office
I A M a bale of cotton, the first of ten
bales produced on a farm among the
Red H i l l s of Jasper County, Georgia.
The crop, of which I am a part, was
cultivated by a negro tenant, the motive
power being a Georgia mule. The details
of the cost of my production were the
very least of the troubles of either the
landlord or the tenant, and were lost in
the chaotic condition of agricultural
accounting prevailing in the cotton belt.
I was harvested, or "picked," from the
stalk early in September, before the frost
had seared the leaves, before the autumn
showers had beaten the locks to the ground,
even while the foliage was yet green and
the plant was blooming at the top, consequently I was free from all trash or dirt
and was destined to grade well.
When the picking had accumulated
approximately 1,500 pounds I was hauled
in the crate of a one-horse wagon to the
nearest ginnery, an adjunct of the
National Cotton O i l M i l l , at the town of
H
, where I was ginned and packed,
partly covered with six yards of jute bagging and bound with six steel bands or
"ties."
The ginnery made a small profit on the
sale of the bagging and the ties which
bound me, and the charge for my ginning
constituted a credit to Revenue from Ginning and was paid for with a part of the
proceeds from the sale, to the ginnery, of
my seed, which now also became a merchantable commodity—"but this is another
story."
From the ginnery I was hauled to a
nearby cotton warehouse where I was
weighed, tipping the scales at 510 pounds.
A large gash was cut across the entire
width of my side and about a half pound
of lint extracted therefrom, as a sample,

and exhibited on a table. After the usual
bidding I was sold for forty cents per
pound and incidentally my grade was
designated as "middling fair" or number 2.
The storage receipt covering my deposit
in the warehouse was O. K . ' d by my purchaser, and the price marked thereon. The
receipt was taken by my vendor to the local
bank, where it was presented and paid,
thus becoming the basis of a debit to the
account of my purchaser and resulting in
a secured overdraft on his account. F o r
this overdraft the bank charged him the
usual rate of interest. The proprietor of
the warehouse was required to keep on
deposit with the bank insurance policies
fully covering loss by fire for all cotton
so handled, payable, in case of loss, to the
bank as its interest might appear.
I was kept in the warehouse several
weeks, accruing in the meantime storage
charges at the rate of 50 cents per month,
which formed a credit to the storage
revenue of the warehouse. These charges
were paid on the day of my delivery, with
a score of other bales of various grades
and marks, which were loaded in the same
car and shipped to my owner at the nearest
compress point at the City of M
,
about forty miles distant. The shipment
was made on local billing by the Railroad
Company, the Freight Revenue being
assessed at 10 cents per 100 pounds, to the
compress point, with the. privilege of
"Concentration and Reshipment" within
60 days.
I was allowed to remain in the compress
for 15 days, free of charge, after which
storage was charged against my owner at
the rate of 20 cents per bale, per month,
from the day of my receipt.
After remaining for a period of several
weeks I was ordered "turned down"
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together with 99 other bales of the same
grade, Number 2. F o r this service the
compress company assessed a charge
against my owner of 10 cents per bale, in
addition to the storage charge mentioned
above, also a charge of 6 cents per bale
for the service of reweighing several bales
of the lot.
Before being ready for shipment, however, I was again cut open, this time on
both sides, and resampled with a sampling
tool similar to a harpoon with barbed
edges thrust deep into my body and then
withdrawn, primarily for the purpose of
drawing samples from both my sides to
prove that I was "middling fair" throughout, and furthermore to ascertain if, perchance, I concealed a grindstone, an old
anvil, or the mildew resulting from the use
of a few gallons of water, such result
being termed "waterpacked." The samples
drawn at the warehouse and the compress,
together with other wasting of staple from
the open sample holes and heads of my
now ragged raiment, go to make up what
is facetiously known as the "City Crop,"
which is of nondescript grade but none the
less "pure velvet."
Being now ready for export, the lot of
100 bales, of which I am one, was ordered
to the press room for compression. The
six steel bands which held me together
were removed, to be afterwards rerolled
and sold by the compress for use again,
such transaction being slightly profitable.
I was then placed between the jaws of the
press and subjected to a pressure sufficient
to reduce me to somewhat less than my
former size, the required high density of
40 pounds per cubic foot. I was rebound
with twelve steel bands, shorter than those
removed, and made of short pieces of old
steel riveted together. M y open sample
holes and heads were then well covered
with patches of new bagging upon which,
on my side, was branded my new shipping
mark "R2X", the letters indicating the lot,
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the number indicating the grade, thus preparing me for the long haul to a foreign
port, and compensating for my contributions to the "city crop" and loss of weight
due to climatic conditions.
The compression of my bulk from the
big bale to the compressed bale is a process
necessary to economical transportation and
results in the practicability of loading twice
the number of bales in a car, thus utilizing
the freight equipment of the railroad more
nearly to its tonnage capacity. The same
economy is obtained in the loading of ships
for foreign ports.
The charge for my compression at the
rate of $1.25 per bale was made against
the transportation line by which I was forwarded, and constituted a credit on the
books of the compress to Earnings from
Compression; the charge for patching, 17
cents to 95 cents per bale, depending on
the quality and amount of bagging used,
was made against the shipper and credited
to the Bagging account of the compress,
resulting in a profit from bagging purchased at wholesale and sold or applied at
retail. H a d I been patched with bagging
furnished by the shipper a charge o f 5
cents per bale would have been made, constituting a credit to Labor.
As soon as I was ready for compression
a compress receipt, properly insured as to
loss by fire, was issued for the entire lot of
100 bales. This compress receipt was presented by the shipper to the Railroad agent
and exchanged for a bill of lading carrying a rate, from the original point of shipment through the port, of 48 cents per 100
pounds, the original local charges of 10
cents per 100 pounds being refunded to my
shipper upon the surrender of the original
receipted local freight bill. The process
constitutes the "Concentration and Reshipment" of cotton at compress points and
serves the purpose of successfully assembling large lots of the same grade without
additional cost of transportation, and of

64

HASKINS & SELLS

having the bales compressed before the
long haul in order to conserve the use of
the freight equipment.
Cotton destined to mills located in Southern territory is usually shipped through to
its destination without compression, unless
the haul is very long, while cotton destined
to N e w England mills is compressed,
though not always to as high density as
that for export, the low density for New
England cotton being about 23 pounds per
cubic foot; the rate of compression 75 cents
per bale. The contracts existing between
the compress companies and the transportation lines specify the density required;
insurance provisions with respect to cotton
while in the compress under through bill
of lading or under compress receipts; and
the requirements as to loading freight
equipment to its capacity, blue prints or
diagrams being furnished showing the
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manner in which cotton must be loaded in
the cars. The contracts are secured by
surety bonds. So you see I was quite safe
while in the compress.
The entire lot of 100 bales, as the result
of compression, was loaded in the same car
and in due course reached the port. Owing
to some of my steel bands being badly
riveted they burst asunder and my required
density was thereby impaired. However, I
was promptly carried to the port compress
where I was recompressed, at the expense
of the interior press, bound with new ties,
and finally, with 20,000 other bales, loaded
aboard a tramp steamer bound for Liverpool, from whence in the shape of some
delicate fabric I may be returned and sold
to those who produced me on the O l d Red
H i l l s of Georgia for $1.00 per yard, thus
becoming an important factor in the high
cost of living.

The Crowded Hour
IF

the average business executive had to
prepare personally the income and
profits tax returns for his organization
he would realize better why the period
just prior to M a r c h fifteen each year is
illuminated with such a hectic glow. It
is a time when every one is cross and illnatured and ready to explode at the slightest provocation. It brings out the bad side
of otherwise good tempers, makes enemies,
and courts apoplexy. The victims do not
recover sometimes for months. T h e effect
upon the personnel engaged in this Work
is bad.
The situation affects
bookkeepers,
auditors, comptrollers, financial officers
generally, public accountants, internal
revenue officers, lawyers, and representatives of banks and trust companies which
offer to assist depositors. It arises because
so many persons, either real or corporate,
try to do the same thing at the same time.

Inevitably some one must wait. The probabilities are that that some one, figuratively
speaking, is injured in the struggle.
The preparation of a tax return is, as
a rule, not a thing to be treated lightly.
The work involved in and underlying its
preparation is highly technical. It is complicated, requires careful thought and
intensive concentration. T h e person who
prepares a return must perforce carry the
many aspects and ramifications of the subject in his mind at the same time. Haste
not only contributes to mistakes but interferes many times with taking some advantage to which the respondent is entitled.
If statistics were available they probably
would show that large sums have been lost
to the taxpayer because of lack of time in
which to consider adequately the full provisions of the law, regulations and decisions
in their bearing on his case.
The year which ends December thirty-
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returns is concerned, might be materially
overcome if a reasonable number of
respondents would file on the fiscal rather
than the calendar year basis.
The only difficulty, apparently, which
would be experienced would consist in a
slight addition in the amount of work
involved in preparing the return at the
time of making the change from the calendar to the fiscal year. Article 431 of
Regulations 45 prescribes that " N o return
can be made for a period of more than
twelve months."
It therefore follows
that
a
respondent,
i n changing from a
The public accountant has been brought
calendar
year
ending
December thirtyinto the tax situation through force of cirfirst
to
a
fiscal
year
ending,
for example,
cumstances. A tax return is essentially an
M
a
y
thirty-first,
would
have
one
additional
accounting statement. M a n y of the apparreturn
to
file
for
the
five
months
ending
ent problems in tax procedure are in
M
a
y
thirty-first,
after
which
the
filing
reality only problems in accounting. A
knowledge of law is not sufficient. A would proceed on the fiscal year basis.
knowledge of accounting is imperative. It
The good which would result from
is thus that the respondent turns to the such changes on the part of a substantial
public accountant for assistance; sometimes number of those who make tax returns
directly; sometimes by way of his legal would be manifold. There would be much
advisor. There are many cases in which less strain on the personnel in the organizathe public accountant, through the exer- tions involved. The work of those who
cise of his technical knowledge, legitimately give advice in tax matters would be spread
applied, has saved the client large sums in more equally over the year. It would be
the matter of taxes.
easier to get statements and reports
Like every one else, the public account- because so many offices would not be so
ant is busiest from January first to M a r c h busy at the same time. In many instances
fifteenth. A large part of his practice is it would be more convenient to take invencomposed of auditing.
M a n y audit tories. It would be easier to obtain the
engagements cover the work of the calen- services of public accountants and the
dar year. Again every client wants his services rendered would be better because
work completed and to receive the account- there would be more time in which to study
ant's report at the earliest possible date. the conditions and get at the facts. The
Again the overload.
business world in general would be considSome men have solved the problem of erably benefitted.
the over-crowded restaurant during the
It does not lie within the power of the
lunch hour by going ahead of the crowd; office boy to correct the situation. Those
others go later. The health authorities who have the work to do are powerless to
during the recent influenza epidemic change matters. It is a matter for execucooperated with the transportation com- tives. Let the conscience of the executive
panies in "staggering the load" by regulat- labor with the problem and take a part in
ing the hours of the various classes of affording the necessary relief. The load
business establishments. The difficulties needs to be staggered. The crowded tax
in the tax situation, as far as the filing of hour should be avoided.

first brings with its close many troubles.
Statements of all kinds must be obtained.
Inventories must be taken, frequently
when the time is least propitious from an
operating point of view. The house generally must be put in order for the closing
of the books and the coming of the professional auditor. Every request to an
outside party for information or statement finds that party already swamped
with work and delay ensues. It is the
same old story. Every one is trying to do
the same thing at one time.
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Lowering the High Cost of Living

THE
high cost of living may not be
attributed to any one thing. Even the
war may not be blamed as the sole cause.
M a n y things contribute, incidentally, to a
condition which during the process of
adjustment to a higher price level at times
seems intolerable.
It was inevitable that there should have
been a rise in prices after the war. It did
not require an expert economist to foresee
such a condition. Interest rates needed no
exhaustive study such as one research man
spent months in giving to the subject in
order that their trend might be forecast.
But it does not seem necessary that all the
present contributing causes need exist.
The butcher explains the high price of
veal to the housewife by telling her that
numerous government inspections of cattle
and meat are now required. The farmer
justifies the previously unheard of prices
of butter and eggs by a statement that feed
for cows and hens was never before so
high. The real estate agents lay the blame
on the economic law of supply and demand
when they offer ramshackle houses at twice
what they are worth. The public is being
slowly educated to the higher prices and
although it groans and complains, it pays.
Recent steps taken by the Federal
Reserve Bank to curb speculation by raising the discount rate has resulted only in
shaking down the market temporarily.
The scheme fails because it is wrong in
principle.
Is there any reason to suppose that the
real estate operator who sees a chance to
realize a profit of forty or fifty per cent.
inside of a month is bothered by the raise
of a few points in the discount rate?
M o s t banks during the war before making loans insisted on knowing the purpose
for which the funds were to be used. The
discriminating banker today is likely to
require information regarding the use to
which the proceeds of loans are to be put.
H e is much more likely to make the loan
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for serious and necessary business uses
than for the purchase of automobiles, or
player-pianos, or speculation in the stock
market.
H i s inquisitiveness may be
impertinent but his position enables him
to exercise it.
What some of the individual or member
banks now do might be carried out to
great advantage, it seems, by the Federal
Reserve Bank. The same careful inquiry
and discrimination by the parent bank
with regard to rediscounts might work
infinitely more good than raising the discount rate.
Funds for legitimate and
necessary business purposes should be
made available. The rate should be as
low as possible. Funds for speculative,
profiteering, gouging schemes promoted
with the object of taking advantage of
helpless, law-abiding citizens should not
be obtainable at any price.
The Federal Reserve Bank under such
procedure might not show earnings of
one hundred and twenty-six millions, but
the high cost of living might be appreciably
lowered. A t any rate, the official bank of
the government might take some pride in
having served as an instrument in relieving
a condition the burden of which is wellnigh intolerable.
The Basis for Investment
In these days of high prices', when a
dollar buys only half what it formerly did,
the business enterprises of the country have
been forced generally to greatly increase
their capital. A s is usually the case, the
appeal in the last analysis has been to the
public.
The vast financial mechanism which
handles securities issues, disposes o f them
ultimately to the small investor. They may
be placed originally with an underwriting
syndicate. They may pass in turn to the
large financial houses, to the investment
houses, and to the banks and trust companies which distribute them. A t last they
reach individuals or their representatives
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purchasing for their own account or as
trustees.
In either instance, the necessity for care
is equally great. One investment generally
represents the accumulation of hard earned
savings; the other, funds belonging to a
trust. A n y loss in the first case is likely to
be pathetic; in the second case, to make the
trustee liable.
W i t h the flotation for legitimate purposes have come some securities of questionable value. Some of the issues have
been small in amount; others small in
denomination. In some cases they have
been literally peddled from house to house.
They have found in many cases a ready
sale. The Liberty Loan issues were not
without their lesson in thrift. The average
American has learned to save. H e has not
learned to invest. It is perhaps doubtful
if he ever will.
A prominent Chamber of Commerce in
the United States recently started a campaign to educate the public with respect to
buying securities. " D o not buy," they say,
"without the fullest investigation. A s k
your broker how much money he would
loan you on the stock offered for sale.
Find out how much it is worth as
collateral."
T o the prospective investor it might perhaps better be said—"Ask the public accountant." Market value and asset value
are two different matters. The former
determines the marketability or the loan
value; the latter, safety of principal. The
banker looks always on the marketability
because he is not interested in the securities
as investments. H e is thinking rather of
how soon he can sell them if the borrower
defaults on the payment of the loan. O n
the other hand, safety of principal is of the
essence of investment. A properly certified
balance sheet is a better measure of the
value of investment securities than any
market in the world. Market value is
"fiat" value. It is accepted on faith, because no one questions it, save possibly the
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lender. H e gets far enough under it to
maintain a safe margin in case of a decline
in the market.
The investor would do well if, before
buying securities, he would ask to see a
certified statement as to the asset values.
A New Home
The firm has recently completed negotiations for the purchase of a twelve-story
building at Nos. 35 and 37 West 39th
Street. Title will be taken July 1, and
possession gradually, beginning August 1,
as leases expire. The Executive Offices
will be moved as soon as possible to the
new building. M r . Sells and the Financial
Department will probably be the first to
go, after which will follow the Executive
Tax Department and the Executive Report
Department.
The building contains about 30,000 feet
of floor space, which fact gives promise of
adequacy for some time to come. The
plan for housing the Executive Offices does
not involve in any way the N e w Y o r k
Practice Office, which will remain at 30
Broad Street as formerly, except for the
addition of a considerable amount of space
made available by the departure of one of
the tenants from the 14th floor. The New
Y o r k Practice Office now occupies the
entire 14th floor of the Johnston Building.
It is hoped that all the Executive Offices
will be installed in the new building by the
end of the year 1921.
It is always a pleasure to record evidences of achievement and progress.
H a r d l y an issue of the B U L L E T I N goes to
press without its budget of such announcements. This month's quota is an unusually
full one.
Our office at Havana was formally
opened on June 14, 1920, at the National
Bank of Cuba Building, Obispo and Cuba
Streets, Havana, Cuba. M r . J . L . Barnett,
formerly a member of the N e w York staff,
has been appointed manager.
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Effective M a y 1, 1920, Messrs. J . F .
Pflug and: E . B . McGuinn have been appointed Assistant Managers of the Chicago Office. The former will be in charge
of reports; the latter in charge of tax
accounting.
M r . F . M . McDonnell of the L o s A n geles Office has been appointed Assistant
Manager, effective M a y 1, 1920.
Messrs.. H . O. Fairlie and A . C. Fullerton have been appointed Assistant M a n agers of the San Francisco Office, effective
June 1, 1920.
Additions to the Library, May, 1920
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1508 p.
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Moore, James T . M . American business in
world markets: our opportunities and obligations
in securing export trade: the plans and purposes
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of other nations. New York, George H . Doran
Company, (c1919). 320 p.
National Civic Federation. Profit sharing b y
American employes: examples from England,
types in France. New York, National Civic
Federation, (c1920). 423 p.
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New York, D. Appleton and Company, 1918.
226 p.
United States. Bureau of F o r e i g n and Domestic
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since 1913, by Arthur H . Redfield. Washington,
Government Printing Office, 1920. 99 p. (Miscellaneous Series, No. 86.)
United States. Bureau of Mines. A glossary of
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Fay. Washington, Government Printing Office,
1920. 754 p.
Metal-mine accounting, by C. B. Holmes.
Washington, Government Printing Office, 1920.
63 p. (Technical Paper 250.)
United States. Interstate Commerce Commission. Regulations to govern the destruction of
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Government Printing Office, 1920. 37 p.
Rules governing the separation of
operating expenses between freight service and
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Gumption
THERE

which he is less interested than the affairs
of other clients.
The accountant who mentions the names
or discusses the affairs of other clients is
not only unethical but he is lacking in
gumption. It is his duty to realize the
situation which exists. It is for him to appreciate that such procedure as talking
about other clients is superfluous. H e
should have a sufficient sense of the fitness
of things to know that he will make his
best impression on the client when he not
only refrains from talking about other engagements but casts out of his mind all
thoughts of such engagements and gives
his undivided attention in word and deed
to the work before him.

is perhaps no calling which imposes upon its members as many requirements as does accountancy. A man
may be well qualified technically. H e may
have a pleasing personality; be possessed
of fine character and regarded generally
as a successful accountant. Yet a fault
like tactlessness or lack of gumption detracts greatly from his ability as an accountant.
The man who, when he approaches the
desk of another man who is busy, breaks
in upon him without sufficient excuse
or without apology, is lacking in tact.
H e who selects Monday morning as a time
for a social or unnecessary call on a business man is worse than tactless. The person who, when the purpose of his call has
been stated and adequately discussed, persists in staying on, is devoid of gumption.
Some time ago an experienced supervising accountant was called upon to take
up a new and important engagement at the
same time that he was giving attention to
two or three other engagements. While
in the office of the new client he persisted
in referring frequently by name to the
other clients, until he created the impression of being more interested in the affairs of the latter than the former.
There is nothing in which a client is
more interested than his own affairs.
There is nothing, generally speaking, in

Gumption is ability to perceive and act
accordingly; to size up a situation quickly
and correctly and then do the proper
thing.
When one happens in on a man who is
about to leave his office for the day it does
not display good judgment to detain him.
When an appointment has been made with
a busy man for a certain time it is essential to be there on time. If the busy man
keeps the caller waiting, the caller must
wait with equanimity, to the end that he
may accomplish his purpose.
Gumption means doing the right thing
at the right time and refraining from do69
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ing the wrong thing at the wrong time.
One of the secrets of success is being able
to recognize the opportunities for the ex-

Federal
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ercise of gumption. T h e training of an
accountant is not complete until he has
mastered this art.

Taxation—1920-1930

BY A R T H U R B . FOYE
ASSISTANT MANAGER, N E W YORK OFFICE.
T H E subject of federal taxation will be
of importance for the next decade to
every accountant in his capacity as a citizen. N o t only will he be concerned with
the total amount toward which he must
contribute, but with the mode of levy which
will determine his individual share.
In his capacity as an accountant, it has
particular emphasis. The time and energy
to be given to this subject by the staff men
are largely dependent upon the permanence
of the taxes to be studied, the relative importance of tax expense in the statement of
Income and Profit & Loss and the tax
liability in the Balance Sheet, and the value
of the service that may be rendered to a
client in connection therewith. T h e degree
of attention to be given to organization
for and education of the staff in tax work
by the accounting firm is determined by the
same factors.
As in the case of every vital subject, no
single plan, lucid and concise, which adequately resolves the complex situation has
ever been presented. W h a t national honor
would come to the individual who could
lay down in simple language the unquestionably right plan to follow with respect
to the League of Nations! W h a t undying fame would be the portion of the
philosopher who could set forth in a plain
manner the one philosophy which would
infallibly conduce to immediate as well as
future happiness! W h a t gratitude would
be his who could devise an understandable,
satisfactory and adequate scheme of taxation!

The problem with which we are confronted in taxation is to determine the revenue needed to sustain the Government
and then to arrange a plan to raise it with
as much equity and as little pain as possible.
Government will continue to be more
costly than before the world war. The
reasons lie partially in the general rise in
the price level, and partially in the expanded functions of government. While
the amount of revenue to be raised automatically increases with a rising price level,
tax rates will naturally not increase in the
same proportion. The creation of new
and the broadening and deepening of old
functions of the government, however, will
require additional revenue that can be secured only through opening new sources
of taxation or increasing the rates of taxes
already in force. The present tendencies
toward governmental control and governmental ownership presage the need for increasingly larger current revenue.
In addition to raising normal revenue,
the cost of the war must be paid. Interest
on the war debt is heavy. "Cleaning up"
governmental war operations will be expensive. The war debt itself must be
amortized.
It is estimated by competent authorities
that a yearly revenue of $3,500,000,000
will be required for from five to ten years.
Compare this with revenues from 1900 to
1916, which ranged from $567,000,000
in 1900 to $779,000,000 in 1916. The
necesssity for heavy taxation is patent.
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One of the important principles in
modern tax theory is that of "ability to
pay" in which the tax burden is supposed
to fall in direct relation with ability to
bear it.
W i t h the above need for revenue and
with the principle enunciated underlying
current tax theory, it is obvious that for
years the persons, both real and artificial,
enjoying large incomes must contribute a
substantial part of such incomes to the support of the government.
The other question for consideration is
how the revenue is to be raised. W e may
accept without argument the statement that
all governmental income cannot in the
present state of society accrue from any
one source. A well diversified system of
taxation, levying upon all sources, provides a sound fiscal basis. A t the present
time practically every variety of tax is in
force.
The mental reaction of the people to a
specific tax must be considered. A tax
which is indirect in effect and unrealized in
application is not objected to as strenuously as one which is direct and on which the
attention is focused at every levy.
Another thought is that sudden voluntary radical changes in a developed social
organism are possible only under the belittling effect of a more vital compulsory
change.
One important source of revenue, the
excise tax on spirits and fermented liquors,
has been practically eliminated by the
Eighteenth Amendment.
Another, the
tariff, has been minimized by the need of
imports to offset our enormous trade balances.
Taxes, roughly speaking, may be laid
on:
(a) Wealth in its various forms.
(b) Current earnings of capital and
labor.
(c) The privilege of earning.
(d)

The disposition of W e a l t h or in-

come.
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The Federal Government does not tax
wealth as such. It has been tentatively
suggested in this country and seriously considered in Great Britain that a tax be levied
on war wealth.
Current earnings are taxed by Federal
and some State authorities through the income tax, the surtax and the profits tax.
These are important taxes, generally direct in application, answering the modern
"ability" test.
The income tax is one of great flexibility. Rates may be changed easily and, if
the change is not radical, without great
protest. The rates are now high, but the
normal tax on both individuals and corporations could be increased and the surtaxes in the lower brackets could be adjusted without widespread public disapproval.
Despite the criticism of it offered by
business men the profits tax has much in
its favor. Applied hastily, sweepingly and
forcibly as a war measure, it was of course
in disfavor. Its fundamental basis is not
unsound and its application may through
legislation and administration be made
more equitable.
It is like the income tax in its productivity and flexibility, but is not as direct in
application. Due to these qualities and to
the fact that it is not wholly bad, it is likely to stay on the statute books during the
next five years and possibly longer if Congress adjusts it more suitably to business
conditions.
Taxes on the privilege of earning are
varied and not easily classified. They include the occupational taxes, the tax for
the privilege of exercising a corporate
franchise, etc. In some the rates are high,
in others moderate.
Taxes on the disposition of wealth and
income are in effect in the estate taxes and
in the sales tax on luxuries and semi-luxuries. The transfer of property on death
is taxed by both the Federal Government
and the States. These taxes are important
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in amount and bear with force upon the
few and those few are able to sustain the
burden. The rates, taking into consideration those of states, are high, but may be
somewhat increased before 1930. Because
of its nature, however, this tax can never
be depended upon to regularly produce
large income. Sales taxes on luxuries and
semi-luxuries are now in effect. It is this
type that many business men urge as the
main source of revenue. Taxes of this
character are direct, felt immediately and
keenly, and respond but sluggishly to the
"ability to pay" test.
It was not our intention in this article
to critically analyze or scientifically classify
the various forms of taxation. A rough
survey, a turning over, as in cultivation, of
the problems, and a forecast, is our plan.
The field has been surveyed and the problems hinted at. There remains only the
forecast.
In making the forecast, thought has, of
course, been given to details of all of the
factors and problems mentioned above.
T o have related such details here would
have expanded an article into a book.
It should, of course, be said that the
forecast is a personal one and reflects no
official position. It is offered together with
the above in the hope of starting a serious
discussion of a serious question.
It is not a startling forecast, for we are
trying to set forth what will be done, and
not what might be done in a Utopia. The
forecast is:
(a) T h a t the present diversified scheme
of taxation will be continued.
(b) That taxes on earnings will result
as follows:
1. An: income tax continued
on the present basis with legislative and administrative adjustments, with the normal tax on individuals remaining stationary
for a few years and then slowly
increasing. The fluctuation in
the normal rate on corporations
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largely depends on profits taxation. If our forecast of the
latter approximates the truth,
the increase will be material, but
gradual. I f the profits taxes are
eliminated, the increase will be
sudden and large.
2. A surtax changed only by
increases in the lower brackets
and possibly the application of
differentiation in source as well
as graduation in amount.
3. Slightly diminishing profits taxes on corporations, such
taxes continuing for five years
with material rates. There is a
possibility of a marked increase
with the next two or three decades—the study of which would
require a separate paper.
(c) Taxes on the privilege of earning
—an increase in the capital stock
tax; decreases in the occupational taxes.
(d) Estate taxes remaining, with rates
tending to increase toward the
end of the decade.
(e) Expansion of the sales tax, if special revenue is required, but failure to make use of it to shoulder
the revenue burden.
T o summarize, we see a continuance of
fairly heavy federal taxation on individuals and corporations for at least five, and
probably ten years. Material taxes will
continue for many decades with the productive, flexible income tax as the main revenue producer.
W e have pleasure in announcing the
acquisition, as of June 1, 1920, of the professional accounting practice of M r . H . S.
Champlin, with offices in the Marine Trust
Company Building, Buffalo, New York.
M r . Champlin has been for many years
engaged in professional accounting in Buffalo. H e is a certified public accountant of
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New Y o r k and a member of the American
Institute of Accountants.
M r . Champlin will act as manager of
our Buffalo office.

Our office at Paris was opened July 1,
1920, at 49 Rue de Provence, Paris,
France, with M r . H . P . Garner as
manager.

Announcement is also made of the consolidation, effective M a y 1, 1920, of our
professional practice with that of Messrs.
Stevenson & Carson, of Shanghai, China.

M r . J . D . Brawner, formerly of the
Baltimore office, has been appointed assistant manager of the Philadelphia office,
effective July 1, 1920.

M r . C . M . Doiseau has been appointed
Effective July 1, 1920, M r . H . F . Farrington has been appointed manager of assistant manager of the New Orleans
office, effective July 1, 1920.
the Watertown office.

Foreign Exchange Problem (Continued)
The solution of the foreign exchange
problem which appeared in the B U L L E T I N
for A p r i l , 1920, has awakened far-off
echoes in London, as the following letter
from our London office bears witness.
The discussion of our solution is so interesting and so thorough that we wish
to give it wider distribution and perhaps
arouse comment and rejoinder.
The practice of carrying different currencies in two parallel columns, though not
general, has nevertheless been seen here in
several instances.
London, M a y 20, 1920.
EXECUTIVE

OFFICES:

T H I S office has been much interested in
the foreign exchange problem, the
solution of which appeared in the Bulletin
of A p r i l , 1920.
W e agree that it is an excellent problem, but having considered it in the light
of our experience in foreign exchange accounting, we find certain features both in
the problem itself and its solution which do
not appear to conform with actual practice.
The problem requires the accounts affected to be shown in both pesos and U . S.
dollars, and the solution attempts to carry
this requirement into effect. In your com-

ments you state that it is probably the exception for entries in accounts kept in foreign currencies to be paralleled in American money. W e have never come across
an instance where this has been done,
neither can we see any advantage in doing
so. The labour in connection therewith
would be very great, and if the dollar
equivalent is to be entered concurrently
with the local currency, the question arises
—at what rate? It is obvious that an average rate could not be used because the
average would not be known until the end
of any given period. The current rate for
each day would involve endless changes in
rate, and an arbitrary book rate would
give a meaningless result.
A s a matter of fact, the books in question would be run in pesos only, and at the
end of the period a trial balance would be
drawn off in pesos as follows:
DEBITS
Cash
Pesos 180,000
Plant Construction
120,000
Cost of Nitrate Shipments..
300,000
Nitrate Inventory
60,000
Total
CREDITS
New York Office
Wages Accrued
Total

Pesos 660,000

Pesos 600,000
60,000
Pesos 660,000
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The problem now is to convert these pesos
balances into their dollar equivalents. The
"New Y o r k Office" dollar balance is established, and the items "Cash," "Nitrate
Inventory," and "Wages Accrued" must
be converted at the rate of six. This
leaves only the rate of peso disbursements
for "Plant Construction" and "Operation"
to be determined. In the solution the average quoted exchange rates as given in the
problem are used, but we cannot see the
necessity for this. W h y depart from the
time-honoured accounting maxim of using
true costs when they are obtainable? In
this case the actual dollar equivalent of the
peso may be obtained as follows :
Received
Balance

Pesos 600,000 $120,000
180,000
30,000

Disbursed

Pesos 420,000

DEBITS

Total . .

$ 30,000.00
25,714.50
64,285.50
10,000.00
$130,000.00

CREDITS
New York Office
Wages Accrued

..

results merely from the appraisal of plant
and product, by comparing the actual cost
with a value based on the average exchange rate. A n y other basis of valuation
might have been used with the same result,
but it could not properly be called a profit
on exchange. H a d the comparison resulted in a loss, the plant and product
would hardly have been written down to
such a value. Its cost in dollars would
have been exactly the same whether the exchange rate had been favourable or the reverse. T o prove this, let us assume that
the entire amount received from New
Y o r k had been expended on plant. The
result would appear as follows:
Pesos 300,000
300,000

@ 3
@ 5

$100,000
60,000

$ 90,000

In this way the actual cost of Plant Construction is found to be $25,714.50, and
Cost of Nitrate Shipments $64,285.50.
The dollar trial balance may then be set up
as follows:
Cash
Plant Construction
Cost of Nitrate Shipments
Nitrate Inventory
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$120,000.00
10,000.00

Total 600,000
$160,000
Remitted 120,000
Profit on Exchange. . . .$ 40,000
According to this method $160,000 has
been expended in Chile as against only
$120,000 remitted.
It may be objected that the dollar
equivalent of the peso disbursements is arrived at by deducting the cash balance at
the rate of 6, but as all peso balances at
December 31 are to be based on this rate,
this is the logical thing to do.

A n alternative solution would be to
charge all peso disbursements, up to the
Total
$130,000.00
amount of each remittance received from
New York, at the rate of such remittance.
W e cannot agree that there has been any In other words, the balance of pesos
profit on exchange. The company has not 180,000 is composed of the entire fourth
dealt in exchange, and it seems a fallacy to remittance, pesos 150,000 @ 5 = $30,say that they have made a profit, because 000, and pesos 30,000 @ 6 = $5,000. The
they might have done so had they dealt in disbursements of pesos 420,000 would be
exchange instead of constructing a plant. equivalent to $85,000, and the cash balThe solution shows a profit on exchange ance $35,000. This balance must subsewhich is included in the cost of plant and quently be adjusted to $30,000, which
operations. As a matter of fact this profit would show a loss in exchange of $5,000.
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In practice the accountant having to
handle accounts in foreign currencies, finds
a great divergence of opinion between the
managers of foreign branches and the
home office officials as to the rates of exchange to be used in setting up their accounts. T o illustrate, let us take the accounts of the Chilean establishment, and
suppose that they are under discussion at
a conference in N e w York, at which are
present the following:
The treasurer of the company.
The plant engineer.
The sales manager.
A shareholder.
A banker.
The accountant presents the results
shown by the trial balance given in the
solution to the problem. Probably the
only official who will be satisfied will be
the treasurer, who will take credit for the
profit on exchange.
The plant engineer will object on the
ground that the plant has not really cost
the amount in dollars indicated. O n the
other hand, if he is an outside contractor,
working on a cost plus basis, he will be
quite satisfied.
The sales manager will state that he
cannot make a profit on sales if his costs
are to be burdened with an exchange profit.
The shareholder will claim that i f a
profit has been made, he is entitled to a
dividend.
Finally the banker will enquire as to
how many pesos have been set up with
which to liquidate the balance of $120,000 due to New York, and when he finds
that the figure is pesos 600,000 he will
probably say that the $120,000 should be
converted at 6. This would mean a liability of pesos 720,000, which must be set
up on the books in order to permit the
Chilean establishment to liquidate their
dollar indebtedness at the date of the balance sheet.
This would necessitate a
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charge to exchange of pesos 120,000,
which at 6 represents a loss of $20,000.
W e are bringing these solutions and
points of view to your attention in order
to show that, in practice, there is no fixed
rule for handling accounts in two currencies. Perhaps further discussion will
bring out which of several methods used is
the best, and we should be glad to have
your views in this connection.
(Signed)
H . & S.

Charles Waldo Haskins Institute
PUBLIC
announcement was recently
made of the establishment of Charles
Waldo Haskins Institute.
Founded by
M r . Sells, as a memorial to his late coworker, the purpose of the Institute is to
train men for accountancy.
Beginning September fifteen next,
courses will be offered to students who possess fitness to enter the profession as evidenced by their character, personality,
mentality and technical ability. Each applicant for admission will be examined in
these respects before entrance.
The professional section of the course
will extend over a calendar year consisting
of three forms of fifteen weeks each. The
first form will be devoted to formal class
room lectures. The second and third terms
will be given over to laboratory work on
practice engagements carried out under
the conditions which prevail in practice.
Those who are unable to meet the technical requirements of the professional section will find a senior preparatory section
which will prepare them for the professional course. The principal subjects covered in this section will be theory of accounting, accounting practice, economics,
business law, finance, organization, cost
accounting, fiduciary accounting, foreign
exchange accounting, accountancy English,
business administration, etc. The senior
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preparatory section will cover a period of
two school years, each consisting of two
forms of fifteen weeks each.
T o provide fundamental courses for
students without technical accounting
knowledge who desire to enter the profession a junior preparatory section will be
offered.
This section will consist of
courses in preparatory accounting, business mathematics, business practice, elements of business, and English grammar
and composition. The junior preparatory
course will be given both as a one-form
and a two-form course, the selection depending upon the previous work of the
student.
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2 revised. New York, Longmans, Green, & Co.,
1905. 185 p.
Skinner, Ernest B r o w n .
The mathematical
theory of investment. New York, Ginn & Company, (c1913). 245 p.
Swift, E d g a r James. Psychology and the day's
work; a study in the application of psychology to
daily life. New York, Charles Scribner's Sons,
1920. 388 p.
United States. Bureau of Foreign and Domestic
Commerce. Commercial handbook of China, by
Julean Arnold and others. 2 v. Washington,
Government Printing Office, 1919. (Miscellaneous
series No. 84.)
V a n Antwerp, W i l l i a m Clarkson. The Stock
Exchange from within. New York, Doubleday,
Page & Company, 1914. 459 p.
Whitaker, A l b e r t Conser. Foreign exchange.
New York, D. Appleton & Company, 1920. 646 p.
W h i t t e n , Robert H . Valuation of public service corporations; legal and economic phases of
valuation for rate making and public purchase,
with Supplement. 2 v. New York, The Banks
Law Publishing Co., 1919 (c1912). 798 p.

Professional Training Conference
The growing needs of our practice and
the desirability of having representatives
of the Department for Professional Training in the larger offices resulted in a conference, during the first three weeks in
June, of such representatives from a majority of the American offices.
The conferences included lectures and
individual instruction covering the reviewing of reports, the theory and technique of
selecting men, instructing them in their
duties and responsibilities as members of
the organization, and subsequently directing their technical and professional development.
A n outline of the subjects discussed during the conference is now in course of
preparation and will be distributed later
to all offices.

Additions to the Library, June, 1920
Bankers T r u s t Company. English public finance
from the Revolution of 1688, with chapters on the
Bank of England; by Harvey E . Fisk.
New
York, Bankers Trust Company, 1920. 241 p.
H o s k o l d , H . D . Engineer's valuing assistant:
being a practical treatise on the valuation of collieries and other mines, with rules, formulae and
examples; also a set of valuation tables. Edition
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The Point of View
pactness of the little town ensconced in the
side of the hills.
The change is all due to the point of
view. W h a t from the outside looking in
was a scene which developed little if any
interest is, within a short time, by a change
in the point of view, transformed into a
scene which calls forth a series of exclamations of admiration.
Nothing is more important than getting
the right point of view. It is particularly
true in the practice of accountancy. It
makes for success in any organization.
Every one in this organization focusing
and concentrating on engagements constantly from the point of view of clients
would be bound to result in a class of
service unique in the practice of accountancy.
The proper point of view does not mean
a selfish point of view. O n the contrary,
the thing which counts is ability to see the
situation from the other angle. The individual should have his own point of
view, but his actions should be tempered
by the influences which his relations create.
The accountant should maintain the
proper point of view toward his work, his
associates and the organization; the practice offices toward the executive offices; the
executive offices toward the practice offices.
The crowning glory of all is that as an

TWENTY miles off the coast of southern
California lies the island of Santa Catalina. It is far-famed as a resort. N o visit
to Los Angeles is complete without a trip
across the intervening waters of the Pacific
to its shores.
The island is visible from the mainland.
It looms larger and larger as one approaches. It looks bleaker, more sun-dried
and more barren as it becomes larger. A t
last, the blur of what later develops into
the appearance of a tiny hamlet comes
into view. It is the town of Avalon. A n d
still one conjectures at its great attraction
and why the tourists flock there in such
numbers.
Once on shore the high hills back of
the town shut out the hugeness of the uninteresting background. The town is alive
with activity of every description. Glassbottom boats take passengers to the adjacent marine gardens. The beach is filled
with bathers whose variegated costumes
make a kaleidoscopic scene. The bay is
dotted with pleasure craft. One looks out
over a broad expanse of blue sea, the
waves of which break against the rocks
along the shore and on the beach into a
spray of foamy whiteness. It is a scene of
remarkable beauty heightened by the intimacy of the surroundings and the com77
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organization we forget not the purpose of
the organization, which is service to clients
whether the client seeks that service in
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Chicago or Shanghai. Nothing will help
so much to serve him satisfactorily as
getting and keeping his point of view.

A Visit to the Mormons
By J O H N R. W I L D M A N

THE
Mormons are a much misunderstood people. T o the outsider they are
a people of mystery. They will tell you
themselves the things outsiders say about
them; how they have horns and cloven
hoofs. A visit to Salt Lake City, which is
the center of Mormonism in the world,
dispels all such nonsensical ideas.
One is impressed first with the beauties
of the city; its fine broad streets; the marvelous cleanliness, accentuated by the water running through the street gutters; the
system of drinking fountains which provides cold sparkling water brought from
the nearby mountains for the refreshment
of the pedestrian. Verily the late President Young, who laid out the city with
streets one hundred and thirty-two feet
wide and ten acres to the block, must have
been a far-seeing man.
Attending a service in the Tabernacle is
not unlike attending the church of the
Methodists or the Baptists or any other
denomination. They sing and pray and
preach precisely as do the others, except
that they seem to know more about the
Bible and to be able to quote more Scripture. There is a certain earnestness about
their service which is very impressive.
The Tabernacle seats about twelve thousand persons and is noted for its pipe organ, perhaps not now the largest in the
world, but second to none in the quality of
its tones. Certain of the latter, known as
the human voice tones, are so natural as
to deceive the most discerning ear. The
full choir numbers four hundred voices.

The word " M o r m o n " is a nickname for
this religious sect. The correct name is
Church of Jesus Christ Latter Day Saints.
The sect originated with one Joseph Smith
to whom G o d and H i s Son are said to have
appeared at Camorah, New York, in the
year 1820. Growing out of this "Joseph
the Prophet" started with his followers on
a pilgrimage which ended at the valley adjacent to the Great Salt Lake in what is
now the state of Utah. Joseph Smith was
killed en route in Illinois by a mob because
of his religious belief. H e was succeeded
by Brigham Young who led the party from
Illinois to its final destination.
President Young was a man of great
vision. The mountains with their untold
millions of mineral deposits were denied to
the members of the party by him. Their
livelihood lay in agriculture and to this he
urged them to direct their attention.
President Young was friendly to the
Indians and is reported to have counselled
his brethren to "Shoot them with biscuits."
Thus, it is explained, were the Mormons
free from molestation by the Indians.
The Temple, occupying a prominent
place on Temple Block in the center of
Salt Lake City, is a tribute to the patience
and perseverance of the Mormons. It is
built of native granite and required forty
years to complete. M u c h of the stone in
the structure was hauled by ox-teams from
the mountains at a distance of twenty-five
or thirty miles. The Temple is open only
to members of the church. In it are performed marriages and baptismal cere-
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monies and vicarious work for the dead.
The Mormons believe there is a temporary
resting place for departed spirits between
this world and the next and that such work
is helpful to their loved ones who have
departed.
The Mormon Church looks after the
temporal as well as the spiritual side of the
life of its members. Athletics are encouraged.
Gymnasiums are provided,
not only for members of the church but
for non-Mormon members of the community. It is an interesting thing to note
that the modern and well equipped gymnasium with its swimming pool in the heart
of Salt Lake City is used almost constantly
by the business men or other residents of
the city regardless of their religious faith.
In this and many other things the M o r mons are extremely broad. One of their
most notable acts of this kind was their
gift to the Roman Catholics at Salt Lake
City of a site on which to build a church.
What might be called the business organization of the M o r m o n Church is an
effective refutation of the charge that a
church may not be run on business principles. Organized by wards and "stakes,"
the latter corresponding to districts, the
net-work is so cohesively fashioned as to
leave no individual unconnected or without
some definite part to play. A complimentary non-Mormon said of this organization,—"They can tell you how many cows
each one has and how many quarts of milk
each cow gives each day." Members of
the church in high standing modestly disclaim this degree of efficiency, but admit
that during the coal shortage a winter or
two ago they furnished the fuel administrator with information as to coal supplies
and needs within forty-eight hours.
The M o r m o n Church is financed by a
system of tithes. Each member is supposed to give one-tenth of his income to
the church. There is no enforcement of
this obligation. A member's action in this
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respect is governed by his conscience.
Some pay in full; others pay in part; there
are those who pay nothing. The funds are
distributed by the church according to the
needs.
The administration of the church is in
the hands of three groups of officials,
namely,—the three presidents, the twelve
apostles, and the committee of seventy.
From these the lines of authority run
through the presidents of the respective
"stakes" and the bishops of the underlying
wards. Each ward has its churches; each
church its committees. The women are as
well organized as the men.
The administration building, in which is
carried on the business pertaining both to
the spiritual and temporal sides of the
church, is located in the center of the city
and resembles a modern bank or trust
company building. It is six stories, built
outside of native granite. The inside is
largely U t a h marble with the trim and
casements of exquisite woods imported
from various parts of the world. The
panels in the room where the three presidents confer are of Circassian walnut.
The pieces are so beautifully marked and
matched that each panel resembles a lion's
head. The building is a veritable palace.
The M o r m o n Church is perhaps most
commonly known for its plural marriages.
While it is true that polygamy was formerly practised and as the Mormons believed
by Biblical authority, it was abandoned
about eighteen years ago. A t such time the
Supreme Court of the United States handed down a decision holding polygamy to be
unlawful. Obedient to the law of the land
the Mormons abandoned the practise.
The late Brigham Young was perhaps
the strongest outstanding example of polygamy which the world knows. H e had
something like seventeen wives. They are
reputed to have lived in perfect harmony
during his life. After his death there was
some difficulty in the partition of his estate.
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M a n y of President Young's descendants
are numbered among the leaders in business, finance, art and science to-day.
The Mormons are patriotic. They have
great civic pride. They are about equal in
population now in Salt Lake City with the
non-Mormons. They are found in all
walks of life. There is nothing to distinguish or identify them. Business, politics,
and society, in Utah, appear to give no consideration to a person's religious faith.
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The Mormons do not have horns or
cloven hoofs. They are flesh and blood.
They look, dress, and act like other persons. Theirs is a practical religion which
they carry into their daily lives. They have
infinite faith in it. There is no reason why
they should be singled out for curious consideration. Some of them are persons of
culture, refinement, and beautiful character. It is a pleasure and a privilege to
number them among one's friends.

The Proof of Cash
EVIDENCE
is frequently encountered
that undue importance is attached to
the process commonly referred to as
"proving the cash." This process consists
of checking the totals of cash receipts and
disbursements as shown by the cash book
with the deposits and checks, respectively,
as shown by the bank statements—the latter reconciled in respect of checks outstanding at the beginning and end of the
period.
The principle underlying this method is
sound when applied to a short period—the
shorter the better. It would be ideal, if
practicable, to prove that the receipts of
each day have been deposited, that each
deposit is represented on the books as cash
received, and that each item entered as a
disbursement is supported by a check
charged by the bank. However, it is not
sufficient to check the monthly totals of a
cash book in that manner, and it naturally
follows that checking the annual totals (or
the aggregate of monthly totals) does not
constitute verification of either the items
or the totals of the cash book.
It is absolutely essential in all cases to
foot both sides of the cash book, and to
compare the cancelled checks with the
entries of disbursements.
A cash collection which has been entered

as a receipt might be misappropriated by
failure to deposit it in the bank and by
underfooting the receipts side of the cash
book; then the total receipts as shown by
the cash book would agree with the total
deposits as shown by the bank. A fraudulent disbursement might be concealed by
failure to enter it in the cash book, by
overfooting the disbursements side, and
by abstraction of the check when returned
by the bank; then the total disbursements
as shown by the cash book would equal the
total checks as shown by the bank. This
could happen even though the cancelled
checks submitted to the accountant were
compared with the record of disbursements, unless they were added or were
checked in detail to the bank statement.
When it is said that the footing of the
cash book and comparison of the checks
cannot be dispensed with, it is not meant
that a complete audit of these entries must
be made. Intensive tests are usually sufficient unless they disclose some indication
of irregularity which may call for more
checking.
Some test should always be made to
determine, if possible, whether the specific
items entered as cash receipts have been
deposited, or if this cannot be done, to
determine whether certain items in the aggregate have been deposited. It is gen-
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erally impracticable to determine the composition of deposits unless copies of the
deposit slips are made and retained, but
it is always practicable to determine
whether or not bank deposits are supported
by any entries of receipts.
When there is more than one bank account a test should always be made of
deposits during the last days of the audit
period and the following day or two. The
particular purpose of this is to detect a
deposit in one bank of an unrecorded check
on another bank to cover up a shortage in
the first bank, which check cannot reach
the second bank in time to be charged by
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it in the audit period and will not appear
as outstanding. When there is only one
bank account it is equally important that
the deposits for the last two or three days
be checked for the purpose of detecting any
deposit by an individual to cover up a
shortage.
It seems clear that nothing is added to
the effectiveness of the foregoing essential
steps by also preparing a so-called "proof
of cash." In fact, its preparation, in nearly all cases, indicates either a faulty conception of the proper methods of auditing
receipts and disbursements or an unconscionable waste of effort.

Rejoinder to Criticism of Foreign Exchange Solution
WE

cannot fail to be impressed with the
thoroughness and scholarly character
of the criticism by our London office of our
solution to the problem on Foreign E x change, which problem and solution appeared respectively in the February and
April numbers of the B U L L E T I N .
" W e agree," runs the criticism, "that it
is an excellent problem, but having considered it in the light of our experience in
foreign exchange accounting, we find certain features, both in the problem itself and
the solution, which do not appear to conform with actual practice." The criticism
goes on to state that no instance has ever
been encountered in the experience of the
critic where the entries have been made
concurrently in parallel columns in two
kinds of currency.
In this connection, it occurs to us to
point out that the experience of any one,
no matter how broad or extensive, is a
dangerous basis from which to draw generalizations.
Various cases are known
where the accounts have been kept concurrently in two kinds of currency. Thus is
the argument of the critic broken down and

the use of generalizations questioned, unless they result from the examination of a
sufficient number of cases to make possible
statistical results.
W e agree that the labor of carrying
accounts in parallel columns in two kinds
of currency would be great if the volume
of transactions were to be large. It does
seem, howeyer, that the desirability of such
practice would depend largely upon the
circumstances in the case and in certain instances might be indicated.
In the concern under consideration, for
example, there would seem to be no necessity for the use of figures dealing with peso
currency in the N e w Y o r k books. Likewise, in the case of the Chilean books, there
would appear to be no reason for carrying
the accounts, except that with the N e w
Y o r k office, in U . S. dollars. It does seem,
however, when the account current to
be rendered to the New Y o r k office is prepared, that it would facilitate the work of
the latter if the entries were to be shown
in both pesos and U . S. dollars.
Where there are current transactions between two houses, where foreign currency
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is involved, where each house is making
shipments to the other, where each is
remitting funds and charging interest,
etc., it appears that it would greatly
facilitate keeping the accounts straight
and reconciling balances if the transactions were to be shown in the two
currencies. In such instances, the par
of exchange has frequently been used or
there has been adopted some arbitrary rate
on which both parties have agreed and at
which all conversions have been made. W e
agree that an average rate is impossible,
and a daily rate impracticable, but we see
no reason why a fixed rate of some sort
should not be satisfactory.
Taking up the question of whether or
not there has been a profit on exchange, it
appears that this is a matter of opinion.
Like many other matters in accounting,
there are two points of view. Some accountants contend for interest as a part of
manufacturing cost. Others combat this
idea fiercely and show with a great deal of
force that it is improper to include interest
in cost. So, in the matter of exchange,
there is a difference of opinion as to
whether this credit which arises, should be
used to reduce costs or regarded as a
profit.
W e know of no way to settle a dispute
of this kind, except to get what authority
there is available and use it as a basis for
deciding. In illustration of this, we cite the
following: About three years ago, there
arose a case in which it was a question as
to whether or not the profit on remittances
to a foreign country should be used to reduce the cost of the goods purchased in
such country for shipment to the United
States. Since large sums of money were
involved in the decision, the question was
referred to a man who is generally regarded as the leading foreign exchange accountant in New Y o r k City and who gave
the opinion that the profit should be considered as a financial one and not used to
reduce the purchase cost of the merchan-
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dise. This authority also stated at the
time, that the general practice as he had
observed it was to follow this procedure.
It naturally follows, of course, that if
this method is adopted, any debit or loss on
exchange should be regarded as a financial
loss and not treated as an additional cost
of merchandise.
W e note in the criticism, that some of
the credit has been applied against the cost
of nitrate shipments, thereby reducing such
cost. This, we think, is wrong, in that it
tends either to give the customer the benefit
of the profit on exchange or make the profit
appear as a sales profit, rather than a financial profit. W e criticise the critic also for
not applying some proportion of this
against the nitrate inventory.
W e appreciate very much the interest
which London has taken in this matter and
the opportunity which the criticism has
afforded for this discussion.

It is with a great deal of pleasure that
we announce the admission of M r . Thomas
N . Willins, Manager of our New York
Office, and M r . J . H . O'Connell, Manager
of our St. Louis Office, as members of our
Missouri firm.

W e are pleased to announce the appointment of M r . W i l l i a m Holding as Assistant
Manager of our London Office, effective
August 1, 1920.
M r . Holding came to N e w Y o r k for an
indefinite stay after completing approximately three years of service in the British
Army. Illness in his family made it imperative that he should return to London.
This he did with a great deal of regret on
our part. The practice of our London
Office, however, has increased to such an
extent that the return of M r . Holding to
London has worked to our advantage.
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Expense Funds

Book Reviews

unfortunate experience of some of
our staff members in being relieved
of funds belonging both to them and to us
while asleep in their rooms at a certain
hotel, causes us to make one or two suggestions relative to the distribution of
expense funds among the members of a
party.
The accountant in charge should advance to the members of his party only
amounts sufficient to cover any meals or
incidental expenses incurred outside of the
hotel at which they are stopping.
A l l meals at the hotel, as well as the
rental of rooms, should be charged and all
accounts settled by the accountant in charge
of the engagement.
The question of expense is a delicate
one. It is a subject on which the persons
involved are sometimes sensitive. Some
men are not as careful regarding expenses
as they might be. Other men are perhaps
too careful and stint themselves to the
point of going without things which are
essential to their comfort.
There is nothing probably about which
staff members should be more precise than
expenses. They are incurred for account
of clients. They are subject to approval
and acceptance by clients. They should be
so reasonable and fair under the circumstances surrounding each case that they
cannot be challenged.
It is probably fair to say that no charge
should be incurred for expenses which
would not be incurred if the person involved had to stand the expense. There
is no better test as to whether or not an
item should be included.
It is the firm's desire that accountants
live, while away on engagements, in a manner befitting their positions. It is not
always easy to explain excessive expense
accounts to clients.

York, Thomas.
Foreign Exchange,
Theory and Practice.
(New York, The
Ronald Press Company, 1920. 182 p.)
The author of this treatise is the foreign
exchange editor of the W a l l Street Journal.
H i s book has been written in response to
the awakened public interest in the subject
caused by the influence of deranged rates
of exchange on the commerce and financial
affairs of this country.
Discussion of the subject is confined
rather closely to the laws and fundamental
principles underlying the normal movement of gold and fluctuations in exchange
rates. Transactions between New Y o r k
and London are made the basis for presenting the theory.
Exchange between
other countries and letters of credit are
touched upon, but are not discussed at
length.

A N

The book must be read with care, because, as the author frankly states in the
preface and opening chapter, the matter
contained in the first seven chapters is presented through the medium of hypothetical
cases. Algebraic formulae are used extensively for the same purpose and will
need to be carefully studied.
The author has promised a second
volume dealing with the irregular exchange
conditions which have prevailed for the
past six years. This volume will describe
conditions which are entirely new in the
financial history of this country, and
should, therefore, prove unusually interesting.

Whitaker, Albert Conser.
Foreign
Exchange. (New York, D . Appleton and
Company, 1920. 646 p.)
In presenting this book, Albert C. Whitaker, Professor of Economics at Stanford
University, has filled a long-felt need for
an extensive volume on the subject of
foreign exchange.
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Works such as "Foreign Exchange E x plained" by Franklin Escher, and "Foreign Exchange, Theory and Practice" by
Thomas Y o r k are valuable. They will be
found, however, somewhat too concise and
intensive for reference purposes.
This
need is admirably filled by the present
work.
The subject is approached through a
general discussion of money, negotiable instruments, interest and discount, and bank
deposits and loans. Exchange, bills of exchange, rates of exchange, money markets,
letters of credit, and foreign loans are discussed at length and in detail. The discussion of "future contracts" and the description and illustration of exchange as
quoted in the markets here and abroad are
particularly useful, because questions in
regard to these matters do not seem to be
well understood, except by those actually
engaged in exchange operations.
The author, while presenting the material in a style easily understood by the
layman, has preserved some of the "local
color" which so impresses one when coming in contact with foreign exchange
activities.
Additions to the Library, July, 1920
American Academy of Political and Social
Science. Industrial stability. Philadelphia, American Academy of Political and Social Science,
1920. 177 p. (The Annals, v. 90.)
Dozier, Howard Douglas. A history of the
Atlantic Coast Line Railroad.
New York,
Houghton, Mifflin Company, 1920. 197 p.
Great Britain. Finance Bill: to grant certain
duties of customs and inland revenue (including
excise), to alter other duties, and to amend the
law relating to customs and inland revenue (including excise), and the National Debt, and to
make further provision in connection with finance.
London, H . M . Stationery Office, 1920. 42 p.
Great Britain. Royal Commission on the Income Tax. Report. London, H . M . Stationery
Office, 1920. 186 p.
National City Bank. Our South American trade
and its financing: how to develop, how to finance,
and how to hold trade with South America; by
Frank O'Malley. New York, National City Bank,
1920. 125 p.
Nearing, Scott. Income; an examination of the
returns for services rendered and from property
owned in the United States. New York, The
Macmillan Company, 1916. 238 p.
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United States. Bureau of Foreign and Domestic
Commerce. Statistical abstract of the United
States, 1919. Washington, Government Printing
Office, 1920. 864 p.
Training for the steamship
business, by R. S. MacElwee, and others. Washington, Government Printing Office, 1920. 49 p.
(Miscellaneous Series, No. 98.)
United States. Foreign Tariff Division. A foreign corporation doing business in Spain: transmitted by Chester Lloyd Jones, Commercial
Attache, Madrid, March 1, 1920. 5 p.
French income and excess
profits tax laws: from report by Consul-General
A. M . Thackara, Paris, April 26, 1917. (1920.) 3 p.
Memorandum
concerning
"American concerns" wishing to do business in
France. (1920.) 11 p.
Memorandum of requirements
of French law in regard to American corporations
desiring to do business in France. (1920.) 3 p.
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A Profession, Not a Business

A

P R O F E S S I O N puts service above all
else. The professional man does not
blatantly advertise his accomplishments;
neither does he urge his services unduly on
those who may have need of them.
The relation between accountant and
client is like that which exists between
physician and patient. It is a confidential
one. It grows out of a desire on the part
of clients for highly skilled personal services.
The thought of a physician going about
from house to house soliciting practice is
exceedingly offensive. Imagine a physician
calling at the front door to inquire i f there
is anyone in the house with an organic
disease requiring treatment. Imagine his
inquiring as to the attending physician and
what are his fees. Think of his offering to
take the case at a lower figure.
The analogy unfortunately is too often
found i n the field of accountancy. There
are those engaged in professional accounting work who have no conception of the
ideals of a profession. They go deliberately
about the work of taking engagements
away from other accountants. They canvass the list of those who might need the
services of professional accountants. They
find out who, i f any, are the accountants
retained. They inquire as to the fees.
They brazenly offer to render the service
for less.
85

The client, or the potential client, not
always grasping as clearly as he might the
philosophy underlying the accountancy
profession, is sometimes interested and
afterwards attracted by the thought of
saving money. He does not stop to consider the unprofessional tactics of the
solicitor. He overlooks the possibility of a
difference in the quality of the service. He
does not realize that the first price is only
a scheme for obtaining the engagement
and that later the fee will be advanced.
He possibly does not know that accountants
with high ideals regard their work as
taking the form of professional practice
and not as a business.
There is only one thing to do. when some
unprofessional contemporary takes away
an engagement. There is only one recourse when those who style themselves
professional accountants go from office to
office hawking their wares. The consolation is to be found in harder work and
better service; service of the kind which
is so much better than any one else in the
same field renders, that those who have
need of such service will get in the way of
one another in seeking it.
The professional man is expected to
make himself known. The establishment
of acquaintance which comes through
getting about and mixing in the business
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and social world is eminently proper. The
achievement of that psychological status
which grows out of frequent and intimate
meeting with men of affairs is nothing upon
which to frown. Dignified, genteel, and
diplomatic contact with prospective or
potential clients may not be regarded as
unethical. B u t the professional man may
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not become a canvasser. He may not
blow his horn as does the peddler. When
he reaches the stage wherein satisfaction
in the performance of work well done
means more to him than financial reward,
he will have attained the coveted realm.
Such is the concept which distinguishes a
profession from a business.

Certified Financial Statements as a Basis for Credit
B Y J O H N RAYMOND WILDMAN
A Paper Read Before the Utah Bankers' Association, Ogden, June 19, 1920

T

H E way from hiding shell money in the
crevices of rocks to the gigantic and
versatile financial institutions of to-day is
a long one. The sole idea in the former
situation was to preserve the funds and
protect them against loss. The modern
financial institution maintains the same
idea but at the same time makes the funds
available for use.
The old idea that a bank was a place in
which to keep money has given way to a
new order of things wherein the bank has become an institution in which to accumulate
funds in order that they may be made available for the financial needs of the country.
The country owes much to the banker.
He has been an important factor i n the
expansion and development of business.
He has become an instrument of service in
financial matters, locally, nationally, and
internationally. He gives advice as to
investments, taxes, general business procedure, and sometimes matters of accounting. He does all this freely and the service
is gratuitous.
The banker makes most of his money
through the loaning at interest of funds,
which have been deposited with him and
for the use of which he suffers, generally
speaking, only the expense of keeping the
depositors' accounts.

But the banker has certain duties and
responsibilities. T o his depositors he is
liable for maintaining intact the loanable
fund constituted largely by their deposits.
To the stockholders he is responsible for
the integrity of their capital. T o the public he may be regarded as having the moral
obligation of acting as controller and
regulator of industry and business.
Good judgment is necessary i f the loanable fund is not to be impaired through
losses.
Courage, vision, and publicspirited interest are necessary if the banker
elects to play his part in regulating financial
affairs as opportunities offer.
Some few years ago a previously unknown individual, under the cloak of
corporate organization, opened a new department store in N e w Y o r k City. The
show windows contained goods which were
cheap looking and tawdry. The advertising copy was undignified and unconvincing.
Everything about the store contributed to
an atmosphere which was anything but
first class. The establishment continued
only a few months. The company failed.
The failure disclosed the fact that three
prominent New Y o r k banks were creditors
in the amount of about three hundred and
sixty-five thousand dollars, no part of the
loans being secured. Fortunately the re-
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sources of these banks were adequate to
permit of writing off the losses scarcely
without impression on the operating results.
But the thing at which one must marvel is
that three big banks should fall victim to
the guile of so crude a representative of
the merchant class. These banks along
with the other creditors took a liquidation
dividend of about ten per cent. in settlement.
Within the past three months a wellknown building in the financial district of
New Y o r k C i t y was sold to real estate
speculators for 32,500,000. Tenants were
immediately notified that rentals would be
increased as soon as leases should expire.
Space on the first floor might be had, it was
announced, at $15 a square foot; that on
the second and third floors at $10; that on
floors above at $6. The average cost to
tenants under old leases averaged between
$2 and $3 per square foot.
In keeping with their philanthropic
policy the real estate operators decided to
offer to the tenants of the building the
first opportunity to purchase it. The
asking price was $5,000,000. A t last report it had been reduced to $3,500,000.
There is little prospect that the tenants
will purchase the building. There is not
much doubt that someone will purchase it
and in the not far distant future.
The banks are furnishing the money for
speculation in real estate, unconsciously,
perhaps, but none the less truly, just as
they are supplying the money for speculation in other lines. T o remedy the situation is first to realize that it exists. T o
find the remedy is another matter.
Raising the discount rate will not stop
speculation. The real estate trader who
is able to make from 100 to 125 per cent.
per annum on money cares little for an i n crease of one or two per cent. in the discount rate. Discrimination in the matter
of loans would apparently accomplish much
more. Loans only for sound, conserva-
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tive, up-building business purposes would
do much to stabilize conditions and bring
down the general price level.
The reputed basis for business loans is
confidence. The late J . Pierpont Morgan
has been credited with the fantastic statement substantially to the effect that he
would rather loan a million dollars without
security to a man in whom he had confidence than a thousand dollars on the best
security in the world to a man in whom he
had no confidence.
Confidence is the belief on the part of
the lender that the borrower will be willing
and able to repay. The belief may be
founded on past experience, on the known
business standing and reputation of the
borrower, or on the result of investigation of
his character and integrity. But when he
fails to pay at the appointed time the confidence availeth nothing. M a n y a borrower has taken money in the best of faith.
M a n y a borrower has been willing to pay
at maturity without being able so to do.
Some banks loan altogether on confidence. Others ask prospective borrowers
to furnish financial statements. There are
borrowers who submit statements which
are wrong and misleading because of
ignorance on the part of those who prepared them. There are others who offer
financial exhibits which are intended to
deceive.
A n applicant for a loan at one of the large
trust companies recently submitted a
balance sheet which deliberately overstated the assets and understated the
liabilities. The cash shown as on hand
took no cognizance of the checks outstanding. The customers accounts were
all said to be good, yet investigation developed the fact that scarcely one per cent.
was really collectible. The inventory stated
to be worth $45,000 was found to be worth,
on the basis of a liberal appraisal, about
$12,000. Liabilities said to be entirely in
favor of trade creditors included amounts
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borrowed from a bank. N o mention was
made of amounts which had been borrowed
from relatives.
The trust company in question refused
the loan because the applicant refused to
submit a certified statement. The above
facts were developed subsequently when in
bankruptcy proceedings the attorneys for
the bankrupt offered a composition of
something like two cents on the dollar and
an investigation was made at the instance
of certain creditors in an effort to determine
the true situation.
The banker is not charged with the duty
of being an accountant, but he is scarcely
to be classed as a banker these days if he
is not able to read and interpret a balance
sheet. It should be said in their praise
that bankers are as a rule very adept at
this sort of thing. But again it is a matter
of confidence; the acceptance of the facts
as stated; the belief that reliance may be
placed upon the representation of the statement.
The unsupported financial statement of
the applicant for a loan is better than no
statement at all but it does not answer the
purpose.
First, because it frequently
leaves something to be desired in the
matter of presentation; second, because it
offers no other basis than confidence.
The financial facts represented by the
statement should be verified. It is not
sufficient that the assertion of the applicant
be accepted if the banker would avail
himself of every opportunity to safeguard
the funds of the bank. M a n y a plausible
story, supported by what has appeared to
be good evidence, has carried sufficient
persuasion with it to extract money from
the cashier of a bank where an armed force
could not have done so.
The borrower is naturally biased in his
own favor. Without of necessity misrepresenting anything or in any way misleading he is always optimistic as to his
financial condition and presents his case in
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the most favorable light. The independent
and disinterested investigator has no such
bias. He searches out the cold facts. He
presents them in equally cold-blooded
manner. Further, he certifies to them.
Some few years ago the American Association of Public Accountants, now the
American Institute of Accountants, addressed an inquiry to the bankers throughout the country asking them to express their
attitude toward certified financial statements as a basis for credit. Eight hundred
and forty-four replies were received and
classified as follows:
Strongly in favor
Favorable
Opposed
Strongly opposed
Non-committal

121
501
15
5
. . . 202
844

Among those in the first class were some
of the foremost bankers in the country.
Those opposed or strongly opposed obviously failed to catch the significance of the
inquiry or had experienced difficulty in
obtaining through accountants' certificates
the measure of protection which they
demanded. The non-committal group was
comprised largely of banks in small places
where the personal acquaintance of the
bank officials with the borrowers and their
affairs made it unnecessary to require
certified statements. As many expressed
it, "The idea is all right, but it doesn't
apply in our case."
One banker in Omaha, Nebraska, cited
an instance where his bank had been saved
340,000 through having insisted on a
certified statement which the borrower
declined to furnish. Another bank made
the loan and subsequently took the loss.
A St. Louis bank official replied as
follows: "During this year we have
found that three of our borrowers falsified
their statements. The net loss to us was
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about $20,000. Certified statements would
have saved us that sum."
From Pawtucket, Rhode Island, comes
the following statement: "We give preference in buying brokers' paper to statements certified by public accountants well
and favorably known to us."
Statements prepared to be submitted to
bankers should be so fashioned as to
supply quickly, fully and succinctly the
information which the banker needs in
coming to a conclusion as to the present
status of affairs and prospects for the
future. A n accountant will only succeed
in this respect as he is able to put himself
in the place of the banker who reads the
statement. A balance sheet prepared for
stockholders or prospective investors might
contain all the information which the
banker needs, but presumably would not
be as satisfactory as one which focuses the
attention immediately upon the liquid
aspect of the situation.
The loaning banker is concerned chiefly
with his position in case he makes the loan
and with the probability of repayment.
It is essential to good banking practice that
the loanable fund be not tied up in long
term loans. The banker is anxious first,
that he shall get back the funds which he
has loaned, and, second, that he shall get
them back within a short time. Thus is
the loanable fund kept in circulation.
Having this in mind the banker generally
looks immediately at the liquid assets.
He compares them quickly with the current liabilities. He is likely to be interested
in the ratio which the net liquid assets bear
to the total liquid assets, representing the
margin of safety, as it were. Like the
credit man he is always more impressed if
the liquid assets are at least twice the
current liabilities.
One by one he goes over the liquid assets,
regarding them always in the light of the
rapidity with which they may be converted
into cash. Current liabilities will be
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examined with regard to the order in which
they take preference and the pressure
which they exert as to payment. A l l these
inquiries the banker directs at the statement with the idea of trying to determine
what will be the outcome in so far as he is
concerned, if he decides to take the place
temporarily of some of the present creditors
or furnish additional working capital to the
enterprise for a time..
The statement to be satisfactory must
exhibit the financial vigor of the business,
must show what it has been doing in this
respect in the recent past and give some
indication of the prospects for the future.
For such purposes a comparative statement
of financial condition is desirable. It
should, however, be supplemented with a
statement showing the net sales for the
last year. Thus is the reader of the statement apprised of the conditions under
which he enters into the relation of
creditor.
As one banker has said, " A balance sheet
will not validate an inventory." It might
be added, no more will it validate any other
item thereon. Without certification it is
essentially a document which must be
taken on faith, and at that, faith in an
interested party.
The certified balance sheet does validate
the inventories as well as all the other
items. It means, as to inventories, for
example, that the accountant has satisfied
himself that they represent sound values;
that they contain no obsolete or unsalable
material; that they have been priced at
cost or market, whichever is lower, unless
otherwise stated; and that, generally
speaking, the value placed on the inventories is one which they may reasonably
be expected to realize in case of necessity.
In the present peculiar economic condition in which this country now is found,
the banker is brought into a position of
more than usual importance. First, because the general increase in the price level,
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having brought about a condition in which
twice as much working capital as formerly
is required, has sent an increasing number
of borrowers, who are not in a position to
re-finance, through capital obligations, to
the banks for current loans. According to
statistics which appeared recently, commercial loans increased from January 1 to
A p r i l 30, 1920, one billion, one hundred
millions of dollars (31,100,000,000) or
10 per cent. Incidentally, during the same
period Wall Street loans decreased 7 per
cent.
Secondly, the banker's position is important because during the movement
which has as its purpose enforced deflation,
the honest commercial borrower will suffer
most. Being forced to sell at low prices
goods into which have entered highpriced material and labor, the manufacturers and merchants are likely to find
themselves embarrassed to meet current
obligations and forced to turn to the banks
quite legitimately for assistance.
In the third place, the banker plays an
increasingly important rôle because of the
demands upon him for funds with which
to take advantage of present-day financial
opportunities. W i t h the present condition

September

of the stock market, nothing is so cheap as
securities. There are huge profits to be
made in real estate. The manufacture of
sweets to take the place of alcohol, and
foreign trade" ventures give most tempting
promise of large returns. The conservative banker who has the good of the country
at heart and who wishes to be a factor in
settling conditions and bringing down
prices so that they will stay, frowns on
applications for loans of this character.
Nothing will contribute more to the lowering of prices, it is believed, than discrimination by bankers, including the Federal
Reserve Bank, in the making of loans.
In all these cases the banker needs facts
from which to proceed. It is contended
that certified financial statements proceeding from duly qualified independent
accountants may be a most effective means
of assistance to him in these matters. They
may be of help to him in exercising judgment as to the granting of loans. They
may help to satisfy him subsequently as to
the judicious use of the funds so loaned.
They will help him in keeping the loanable
funds of the country employed to best
advantage while taking every precaution
as to their safety and prompt return.

The Tax Situation
O HASKINS INC HSATRI TL EUST E WhasA L Dannounced
a class in
Income and Profits T a x Accounting to be
given in the class-rooms of the Institute at
the Haskins & Sells Building, 37 West 39th
street, on Friday evenings, beginning
September 17, 1920, from 6 to 7.45 P.M.
This class is a part of the professional
section of the Institute's regular curriculum
but has been opened to the general public
owing to the widespread interest in taxation at this time. There is scarcely any
one who is not touched in some way by the
present scheme of taxation. A knowledge

of taxes has become so vital a part of preparation for business and the accountancy
profession that few young men who enter
these fields can afford to be uninformed on
the subject. A n y one who undertakes to
practice tax accounting must not only keep
abreast of the times but be constantly
watching the changing aspects and tendencies of the tax question.
Prior to the enactment of the Revenue
Act of October 3, 1917, the Federal income tax was not, owing to the low tax
rates, of vital importance to the financial
community. The provisions of previous
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laws and the Regulations issued by the
Treasury Department interpreting such
laws, were comparatively simple and no
great difficulty was encountered in preparing the returns. Advice in connection
with any involved question was obtained
by corporations from counsel. These points
arose principally in connection with estates.
The entire situation was radically changed
upon the enactment of the Revenue A c t of
1917, this A c t and the subsequent A c t of
1918 being looked upon by many as i m possible of interpretation and practical
application except by accountants, or
those with a knowledge of accounting, who
have specialized in this work. This is due
largely to the involved provisions relating
to the determination of net profits and i n vested capital.
Anticipating requests from clients and
the public in general for advice in connection with tax returns and the preparation
thereof, the firm, immediately after the
enactment of the 1917 A c t , organized an
Executive T a x Department. M r . George
M . Dallas was given charge of this department, the personnel of which comprises
accountants who had made and who have
continued to make a thorough study of
Federal, State, and foreign taxes. A
similar department has been organized at
each of our practice offices, under the supervision and direction of the Executive Tax
Department, the purpose being to render
competent assistance to our clients throughout the country in the solution of their tax
problems. The personnel of the tax organization at the practice offices has been
specially trained through tax courses and
correspondence conducted by the Executive T a x Department. Information bearing on taxes is collected from all sources by
the Executive Tax Department and distributed to our practice offices with advice
as to the use to be made of it. Difficult
questions are submitted by all practice
offices to this department for discussion

91

and advice. This department maintains
constant contact with the officials of the
Bureau of Internal Revenue at Washington.
M r . George M . Dallas, head of our
Executive Tax Department, is quoted on
the subject of legislative tendencies as
follows: "It is not anticipated that any
new tax legislation will be enacted by
Congress to become effective prior to
January 1, 1921, hence Federal tax returns for the calendar year 1920 and for
fiscal years ending in the calendar year
1920, must be prepared in accordance with
the provisions of the Revenue A c t of 1918.
Thus it is essential that those responsible
for the preparation of Federal returns be
thoroughly familiar with this Revenue Act.
" M a n y severe criticisms have been made
of the Excess and War Profits sections of
the Revenue A c t of 1918. Such criticisms
are due primarily to the difficulty encountered in the preparation of the returns
owing to lack of comprehensive knowledge
of the practical application of the provisions of the Act, and the high percentage of
net profits enacted by the Federal Government. It must be conceded, however,
by those who have made a conscientious
study of the Act, that it is the most scientific piece of financial legislation ever enacted by Congress. Those taxpayers who
have endeavored to avoid full liability to
the government through one means or
another, appreciate more fully than anyone else how scientific the present law is.
M a n y of the inequities found in the Revenue A c t of October 3, 1917, have been
eliminated in the later A c t . The action,
if any, to be taken by the next Congress
cannot be predicted, but there has been
widespread discussion of a sales tax to replace the Excess Profits Tax section of the
existing law. In my opinion, the Income
Tax section of the existing law will, in any
case, be re-enacted substantially as it is
to-day, the tax rates probably being revised to meet the estimated revenue

92

HASKINS & SELLS

September

requirements, since the income tax has
We have pleasure in announcing the
proved to be the most effective method of appointment, effective September 1, 1920,
obtaining the greatest revenue not only of M r . N . K . Vincent as assistant manager
by this country but by foreign countries. of the Kansas C i t y office.
M a n y of our States have recognized this
fact and have enacted income tax laws
Index to Volume III
based on the Federal statute. It appears
Anniversary, Haskins & Sells
17
certain that additional States will enact Buffalo Office. . . .
72
similar laws within a short space of time. Cash, The Proof of
80
86
The National Tax Association has ren- Certified Financial Statements
"Certified Public Accountant, The"
9
dered valuable services in its efforts to Charles Waldo Haskins Institute
75
standardize the State tax laws, the ap- Cincinnati Office
52
57
proach i n all cases being to the Federal Consolidated Capital Stock Tax Returns—
Cost of Living
66
statute."
Cotton, The Marketing of
62
Regardless of any new tax legislation "Criticism"
53
which may be enacted, the Revenue Acts "Crowded Hour, The"
64
52
of 1917 and 1918 are at the present time Dallas Office
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Drawbacks
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14, 49, 73, 81
investigated by the Treasury Department, Foreign Exchange
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Optimism and Pessimism

T

clothes. Y e t it is almost impossible to
buy a presentable suit of clothes for less
than fifty dollars. The average price
probably ranges higher.
The optimist sees nothing about which
to worry in the present situation. A c cording to his philosophy, everything is
ordered for the best. If prices are too
high, he refrains from buying. Prices are
governed by supply and effective demand,
that is, desire coupled with ability to pay.
If the demand falls off, supply remaining
constant, prices decline. Recent events in
the woolen cloth industry show that if the
people stop buying, prices will come down.
It was to be expected that there would
be some increase in prices after the war.
It was conceded long in advance that we
should be obliged to go through a period
of readjustment.
But it is not admitted
that the country is headed for the depths
of perdition.
A little more discipline in the order of
our lives, a little less indulgence in the nonessential pleasures, a little harder work
and keener concentration, wearing our old
clothes and our last season's hats, are
bound to bring us safely through the present period of relative unsteadiness. The
sun continues to shine behind the clouds.
It will appear brighter by contrast when
it emerges from its obscurity.

H E optimist sees something good in
everything. The pessimist sees no
good in anything. Either doctrine grows
on one as he indulges in it. Optimism
conduces to happiness and success. Pessimism breeds depression and failure.
The present time is one in which the
pessimists thrive. W i t h them the country and everything in it are on the way to
the scrap-heap. We are in for a period
of hard times from which we shall never
emerge. Bread lines and dire poverty for
everyone are a part of the picture.
As a matter of fact, the signs of the
times do point to some contraction of affairs economic and financial, and someone
is bound to suffer by the squeeze. The
present high level of prices is due for a
decline. It is high by force of circumstances. It is higher than it should be by
reason of unnecessary inflation. M a n y
there are who, because of the opportunity,
have taken advantage of certain necessary
increases in prices. Where ten per cent.
would have sufficed to cover additional
costs, they have added fifty. Such parties will have no sympathy if they are
caught in the jam.
A well-known wool grower recently
made the statement that with the present
prices for wool it is impossible to put more
than six dollars' worth into a suit of
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Accounting Data as a Basis for Administrative Judgment
HOW

often has a client been known to
say, "This is a very fine looking
report but it doesn't tell me what I want
to know"? How often has a public accountant's report been condemned and
thrown aside because, while superb in appearance and perfect in form, the content
was well-nigh meaningless?
The public accountant realizes, presumably, that he is a renderer of service; a
purveyor of information; and that the information will be used by some one who
has not the time, inclination, or technical
knowledge to prepare it.
The president of a large corporation may
once have been a professional accountant.
He may be familiar with all the technique
of accounting. But he may have so many
other things of importance to do that he is
not able to take the time required to prepare a mass of accounting data needed in
the determination of some financial or
operating policy.
The trustee under some important trust
agreement may know what to do or not
to do once he has certain information, but
he may be lacking in the technical knowledge necessary to the acquisition of the
information.
So it is that the public accountant needs
to spend more time in thinking about the
purpose for which his forthcoming report
is to be used before he begins his field work.
He may properly inquire of the client the
use to which the information is to be put
if he is unable to so determine. The American accountant is applauded for his ability to recognize and treat of the big things
in an accounting situation while he passes
over the insignificant details. He may
well give more attention to putting himself
in the place of the client, or of the user of
the information which he incorporates in
his report.
"Facts not opinions" is said to have been

the slogan of a famous engineer. "Causes
as well as results" might be a fitting slogan
for accountants. The changing times of
the past few years have made necessary
many changes in procedure. Comparative figures which once told a significant
story may now, owing to changes in basic
factors, be entirely meaningless, if not
misleading.
It is true that any attempt to go behind
the cold figures and interpret them may
lead the accountant into the field of statistics. Whether statistics as a subject is
a branch of accounting or accounting is a
part of statistics has not been settled.
Just when it will be nobody knows. So
far as the business man is concerned he
doesn't care. Facts are what interest him.
If it is necessary for the accountant to follow up the information drawn from the
financial books with statistical data, the
units or other factors for which are taken
from subsidiary memorandum books, or
even evolved by the accountant, he will
meet with little objection from the client
if they have real value.
From a practical point of view care must
be observed to make statistics of value.
There is such a thing as overdoing statistical compilation and presentation in a
report. It takes time to gather and set
it up in the rough. It costs considerable
to type it. Unless, after it is incorporated
in a report, the client is able to use it, there
is likely to be dissatisfaction at the expense involved. Few accountants, it is
believed, err on this side. In most cases
of criticism the fault lies in the utter failure to explain or interpret the figures.
A n increase or decrease in the cost of
production for a given period may be of
interest as explaining a fluctuation in the
profits, but it affords little assistance in
the matter of management or future production. Detail figures as to materials and
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supplies consumed in past production,
stock in hand, contract prices covering
future periods, labor's " b i l l of prices,"
past, present and prospective, or required
rates of overhead, are much more to the
point in so far as the manager is concerned.
Some one has said that the accountant
should not attempt to play the role of
prophet. Obviously this is conservative
to say the least. It may be remarked,
however, that no one is better prepared
to offer opinions as to the outlook indicated by the accounts than the accountant.
If the past in a given case is any index as
to the future, then the accountant, after a
careful study of the facts, is as well qualified as any one to venture an opinion as
to the results of future operations.
In a recent case which is perhaps somewhat unique in the practice of accountancy
the client took the trouble to confer at considerable length with the accountant and
explain in detail numerous points of information, many of them bearing on statistics, which were wanted by the client.
In this connection the client, being a trustee for bondholders under a public utilities
mortgage, said on one point: "Set up the
date at which changes in rates have occurred. In some cases the change can be
briefly stated in a paragraph or two. If it
be too complicated, a copy of the order
granting the increase can be submitted.
In any event, the date at which the rates
change is of value in analyzing earnings
and operation."
In this connection it may be pointed out
that an increase in earnings, in a utility
like electricity for example, may be due
to one or more of several things. First,
the rates may have increased. Further,
the number of consumers may have increased, or the consumption may have i n creased due to some general cause like a
reversion to the hours in effect before daylight-saving became operative, or to some
special cause like an extended celebration
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accompanied by special illumination, or
the installation of some electricity-consuming plant which has every probability
of continuing in service.
Cold figures showing an increase in earnings are not in themselves particularly
helpful to any one interested in operations.
A n increase in earnings when accompanied
by the reasons is a live, useful bit of i n formation which gives the operating official
a basis for planning his affairs for the
future.
The client above mentioned may be
quoted further on this point, v i z . : "The
net earnings in themselves no longer definitely reflect the financial condition of a
company. The company may have i n creased earnings, due to numerous small
rate increases or surcharges, and still sell
less gas, have fewer consumers and generally be weakening in its power to serve a
satisfied public. Also, a majority of the
earnings might be dependent upon one
consumer, who, if dissatisfied, can drop
off service and cause a considerable dent
in the earnings curve."
Increases in operating expenses may
likewise furnish opportunity for extensive
investigation and report as to the cause or
causes. One case where the net earnings
fell off markedly showed that the coal
costs had increased substantially, thus increasing the operating costs. Investigation disclosed the fact that the company
had abandoned its former policy of buying
coal for consumption and was mining its
own coal. The higher cost as compared
with coal purchased was apparent in the
company's cost of production.
M a n y are the instances which might be
cited to show the use to which facts concerning financial operation and condition
might be put. Perhaps the accountant
needs in some cases to teach his clients
how to use the reports with which he supplies them. It is possible that there is no
way in which he may be of more use than in
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telling the client what the figures mean in
addition to supplying figures which are
correct. The figures are presumed to be
correct. T o interpret them, within reason,
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will go a long way in the crusade which
is so badly needed, namely, to make accounting data serve as a basis for administrative judgment.

Checking Lap-overs

W

H I L E all of our practice offices are
cognizant of the fact that we have
had a number of quite extensive engagements from railroad companies during the
past two years, many are not aware that
most of these engagements arose through
the taking over of the important transportation systems by the Government
in December, 1917, and consisted of checking "lap-overs."
It will be recalled that without previous
notice, President Wilson, by a proclamation dated December 26, 1917, took possession of all important transportation systems on December 28, 1917, and directed
that their control and operation be exercised by William G . McAdoo, who was
appointed Director-General of Railroads.
While possession of the railroads was assumed on December 28, 1917, the proclamation stated that for accounting purposes
possession and control would date from
midnight of December 31, 1917.
While the President had power under
the A c t of Congress approved August 29,
1916, to take possession of the railroads,
he had no authority to enter into agreements with the companies for compensation for the use of their properties until
granted such authority by the A c t of Congress approved on March 21, 1918, nearly
three months after the roads had been
taken over. It took nearly six months
longer for the representatives of the Government and of the railroad companies to
agree upon standard clauses for use in the
contracts between the Government and
the railroad companies, with the result

that few contracts were signed before the
year 1919, and, in fact, some contracts
have not yet been signed.
A few days after his appointment as
Director-General of Railroads (on December 30, 1917, to be exact) M r . McAdoo
issued an order reading as follows:
" U n t i l otherwise directed, no changes
in the present methods of accounting as
prescribed by the Interstate Commerce
Commission will be required. The accounts of your respective companies
shall be closed as of December 31, 1917,
and opened as of January 1, 1918, in the
same manner as they have heretofore
been handled at the close of one fiscal
period and the beginning of another,
and in the same manner that you should
have handled your account had the Government not taken possession and control."
N o other general orders relating to
methods of accounting were given until
A p r i l 3, 1918, when General Order N o . 17
was issued. This order provided, among
other things, that each carrier subject to
Federal control should open new and separate books of account (designated as
"Federal Books"), such as cash books,
general and subsidiary ledgers and journals, and all supporting and subsidiary
books and records incident thereto, upon
which should be recorded transactions
which arose under and were incident to
Federal control on and after January 1,
1918.
This same order provided that all transactions which arose after the closing of the
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books as of December 31, 1917, relating to
operations (involving revenues, expenses,
taxes, rentals, etc.) should be entered in
the Federal books and included in the
operating results of the carriers regardless
of the date thereof. Further, that such
of these transactions as were clearly applicable to the period prior to January 1,
1918, termed "lap-overs," should be set
up in separate accounts and subsequently
charged or credited to the respective railroad companies.
For example, a settlement, made after
December 31, 1917, of a personal injury
claim, the injury incident to which was
sustained prior to such date, would be i n cluded in the operating results of the railroad for the month in which settled. It
would then be charged back by the R a i l road Administration to the company and
taken up by the latter as an operating expense applicable to the period prior to December 31, 1917, thus constituting a "lapover" debit.
This Order N o . 17 was so general in its
scope that it was susceptible of misinterpretation by accounting officers and others. As a consequence, the Accounting
Committee of the Division of Public Service and Accounting issued under date of
M a y 22, 1918, a bulletin containing i n terpretations of accounting principles prescribed in General Order N o . 17, and this
was followed throughout the remainder of
the year 1918, and in the year 1919, by
other bulletins and circulars of the D i v i sion of Accounting, all relating to matters
of accounting between the Government
and the carriers.
In view of these circumstances, it is
not to be wondered at that the accounts
of the carriers were thrown into a chaotic
state.
The unavoidable delay in issuing definite instruction for keeping the accounts
after December 31, 1917, and the necessity
for scrutinizing all transactions relating to
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operations in order to pick out the lapover items, threw an immense burden upon
the accounting departments of the carriers, which had already been depleted by
the war. Labor was scarce and competent
help impossible to secure, so in order to
keep up the current work and open new
books and records and revise the accounts
for several months it was necessary in
nearly every instance to require a large
part of the accounting force to do night
work for many months. In some i n stances, clerks were used in the preparation of lap-over statements who had not
the slightest conception of what they were
expected to do, and in other instances
clerks were used who, either through lack
of interest or as a result of overwork, did
their work in a careless manner.
In almost every instance where we have
been engaged to check the lap-over statements, so many errors were found (a considerable proportion of which involved
comparatively large amounts), that it was
necessary for the accounting departments
to make a complete revision of their statements. In those cases in which the work
of preparing lap-over statements had been
so carelessly performed as to preclude the
use of test-checks, an enormous amount of
work was involved in checking the statements, as it was necessary among other
things (particularly in the early months
of Government control), to examine the
abstracts pertaining to every way-bill and
every correction and the details of every
claim and voucher.
Owing to many differences of opinion
among accounting officers as to what did
or did not constitute lap-over items, it was
found necessary during the progress of
each such engagement from a large carrier
to prepare a memorandum showing the
manner in which each kind of transaction
encountered during the checking of the
statements was treated, in order that similar treatment might be made in respect of
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corresponding items at the termination of
government control. In this case neither
the Government nor the railroad company
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would be made to suffer to any extent by
changes in personnel or methods during
the period of Government control.

The Tax Situation
I O R to the enactment of the Revenue
PRAct
of October 3, 1917, the Federal
income tax was not, owing to the low tax
rates, of vital importance to the financial
community. The provisions of previous
laws and the Regulations issued by the
Treasury Department interpreting such
laws, were comparatively simple and no
great difficulty was encountered in preparing the returns. Advice in connection
with any involved question was obtained
by corporations from counsel. These points
arose principally in connection with estates.
The entire situation was radically changed
upon the enactment of the Revenue A c t of
1917, this Act and the subsequent A c t of
1918 being looked upon by many as impossible of interpretation and practical
application except by accountants, or
those with a knowledge of accounting, who
have specialized in this work. This is due
largely to the involved provisions relating
to the determination of net profits and i n vested capital.
Anticipating requests from clients and
the public in general for advice in connection with tax returns and the preparation
thereof, the firm, immediately after the
enactment of the 1917 A c t , organized an
Executive T a x Department. M r . George
M . Dallas was given charge of this department, the personnel of which comprises
accountants who had made and who have
continued to make a thorough study of
Federal, State, and foreign taxes. A
similar department has been organized at
each of our practice offices, under the supervision and direction of the Executive Tax
Department, the purpose being to render
competent assistance to our clients through-

out the country in the solution of their tax
problems. The personnel of the tax organization at the practice offices has been
specially trained through tax courses and
correspondence conducted by the Executive Tax Department. Information bearing on taxes is collected from all sources by
the Executive Tax Department and distributed to our practice offices with advice
as to the use to be made of it. Difficult
questions are submitted by all practice
offices to this department for discussion
and advice. This department maintains
constant contact with the officials of the
Bureau of Internal Revenue at Washington.
M r . Dallas is quoted on the subject of
legislative tendencies as follows: "It is not
anticipated that any new tax legislation
will be enacted by Congress to become
effective prior to January 1, 1921, hence
Federal tax returns for the calendar year
1920 and for fiscal years ending in the
calendar year 1920, must be prepared in
accordance with the provisions of the
Revenue A c t of 1918. Thus it is essential
that those responsible for the preparation
of Federal returns be thoroughly familiar
with this Revenue A c t .
" M a n y severe criticisms have been made
of the Excess and War Profits sections of
the Revenue A c t of 1918. Such criticisms
are due primarily to the difficulty encountered in the preparation of the returns
owing to lack of comprehensive knowledge
of the practical application of the provisions of the Act, and the high percentage of
net profits exacted by the Federal Government. It must be conceded, however,
by those who have made a conscientious
study of the Act, that it is the most scien-
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tific piece of financial legislation ever enacted by Congress. Those taxpayers who
have endeavored to avoid full liability to
the government through one means or
another, appreciate more fully than anyone else how scientific the present law is.
M a n y of the inequities found in the Revenue A c t of October 3, 1917, have been
eliminated in the later A c t . The action,
if any, to be taken by the next Congress
cannot be predicted, but there has been
widespread discussion of a sales tax to replace the Excess Profits T a x section of the
existing law. In my opinion, the Income
Tax section of the existing law will, in any
case, be re-enacted substantially as it is
to-day, the tax rates probably being revised to meet the estimated revenue
requirements, since the income tax has
proved to be the most effective method of
obtaining the greatest revenue not only
by this country but by foreign countries.
M a n y of our States have recognized this
fact and have enacted income tax laws
based on the Federal statute. It appears
certain that additional States will enact
similar laws within a short space of time.
The National Tax Association has rendered valuable service in its efforts to
standardize the State tax laws, the approach in all cases being to the Federal
statute."
Regardless of any new tax legislation
which may be enacted, the Revenue Acts
of 1917 and 1918 are at the present time
of vital importance to the taxpayers. This
will be appreciated when it is known that
all of the 1917 returns have not yet been
investigated by the Treasury Department,
and that a special drive is being made by
the department to complete its investigation of these returns prior to March 1,
1921, after which time the statute of limitation applies. This results in deferring
the investigation of the 1918 and 1919
returns until a later date. It is one thing
to prepare a return. It is another matter

to prepare one which can be supported and
will pass the investigation of the field
auditors sent out by the Bureau of Internal
Revenue.
M u c h controversy has arisen between
taxpayers and the Internal Revenue B u reau because of exceptions taken by field
auditors to the treatment of items in returns. This has given rise to a need for
unbiased and highly specialized tax advice,
a service in which public accountants have
played a most important part. Much of
the tax practice previously executed by
lawyers has gradually passed over to
accountants.
A conference on taxes is, at this writing,
in session at the Executive Offices under
the conduct of M r . Dallas and M r . Foye.
In attendance are Messrs. F . H . Sanford of the Executive Offices; A . W . Clapp,
Atlanta; J . L . Henson, Cincinnati; G . M .
H i l l , Atlanta; O. N . Hutchinson, Baltimore; C . R . Kelley, Denver; W . G . LaRue,
St. Louis; T . N . Moir, New Y o r k ; and J .
M . Smith, Buffalo.
M r . F . H . Sanford has recently returned
to New Y o r k to join the Executive Tax
Department.
A dinner and theatre party were tendered to him on the evening of September
7 by the members of the Pittsburgh staff.
The presence of M r . Gause, who had arrived in Pittsburgh a few days earlier,
added to the pleasure of the occasion.
Book Review
Annin, Robert Edwards. Ocean Shipping. (New York, The Century Company, 1920. 427 p.)
A book of this character is particularly
welcome and appropriate at this time
when a substantial foundation upon which
to build future foreign trade is being laid.
Apropos of this point there has been notice-
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able a failure in the actual realization of
the export business concerning which there
was so much discussion and enthusiasm
two years ago. During the interim between the signing of the armistice and the
present time, things have been settling,
although rather imperceptibly, until now
there appears to be a turn in the direction
of a substantial upbuilding in the field of
foreign commerce.
Tonnage figures published recently by
the Department of Commerce of the
United States show that American ships
entered and cleared with goods going to and
coming from foreign ports aggregating
55,240,000 net tons. These figures represent an increase of about 100% compared
with the year 1914, and show that the
United States have, for the first time since
the C i v i l War, attained the position of
carrying more than 50% of the total goods
entered and cleared at American ports.
In view of this situation, the book,
"Ocean Shipping," is particularly welcome.
The charge that American shippers know
about as little concerning the packing
and shipping of goods as any one in the
world is pretty generally admitted. If
there is any doubt about this one has only
to talk with South American merchants
who have had an opportunity in the past
to compare American with European
shippers.
The book in question should be exceedingly helpful to the American shipper if
he will only study and follow it. The
content of the book is generally divided
into three parts, namely, "The Ship,"
"The Office," and "Charters."
Under the first head there is discussed
an American merchant marine, range of
business, freight rates, the labor problems,
terms and definitions, the cargo carrier, etc.
Part two, dealing with The Office, takes
up the machinery of foreign trade, foreign exchange, the traffic manager, general
cargoes, marine insurance, the bill-of-lad-
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ing, voyage accounts, and the keeping of
records.
The third part is rather technical and
legal in its character. It deals with such
matters as usually come within the province of a maritime lawyer, and, consequently, is of little more than passing i n terest to the ordinary layman.
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Thoroughness
A M E R I C A N S frequently have been
charged with superficiality. In contrasting the English school system with
our own it is said that we crowd too many
subjects into the curriculum without i n sisting upon drill in the fundamentals; that
scholars study many things but learn
nothing well.
The charge probably is not without
foundation.
English scholars as a rule
probably know more about the geography
of the United States than do American
scholars.
The reason is found in the thoroughness
with which the English carry out the
process of instruction. English children
do not pick and choose from a long list of
electives. They are made to learn what
their mentors decide is desirable for them
to learn.
Furthermore, they learn it
thoroughly.
There is a marked contrast also in the
preparation and work as between English
and American accountants. The Englishman perhaps misses some of the brilliancy
at times but he is thoroughgoing in his
work. Now and then those who are of
him, and consequently know him, say he
is too much given to detail.
The admirers of the American laud him
because of his ability to omit so much
detail and confine himself to the matters

of most importance. Instead of spending
days and weeks in checking minute details
he gives his attention to the high spots.
The result of this procedure has been to
establish a technique which, while admirable in its practicability, is fraught with
some danger. It tends to promote lack of
appreciation and regard for thoroughness.
It too often results in carelessness.
Thoroughness is not to be considered a
relative term. T o be fairly thorough is not
sufficient.
Half-way measures begin to
border on carelessness. Carelessness in an
accountant is inexcusable.
The point at issue in this discussion
should not be confused.
A decision,
arrived at after careful consideration, as to
what is important, is highly desirable. Once
the course is decided the work should be
done thoroughly and well.
The junior assistant who leaves his
papers without proper headings and descriptions, the senior assistant who leaves
figures without seeing that they are
properly tied up, the in-charge accountant
who leaves the preparation of a report to
assistants without reviewing it before it is
turned in, are all lacking in thoroughness.
Their progress as accountants is sure to
be retarded until they realize the importance of being thorough in everything
which they undertake.
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"Theoretical Depreciation, a Menace to the Public
and the Investor"
Discussed by H . B . C A V A N A U G H , of the Cleveland Office
that value is an elusive and ambiguous term and that
there is less likelihood of someone pinning him down to
admitting that he does not know what it means, than
is of someone pinning him down to an admission
an attorney of New Y o r k City, and pub- there
that an investment can not expire. He knows nothing
lished in "The Annalist" of July 21, 1919. about accounts and less about engineering. . . . The
of age enters no more into the question of
The article deals with depreciation as used consideration
rates of a public service company, which is able and does
in connection with valuation of public render the service it was organized to render, than does
the age of a taxicab, or of its driver, or of the clothes he
service corporations for rate making pur- wears,
enter into the question of the fare. . . . Even
poses, and in general as being an economic where no "depreciation reserve" whatever has been
the professional depreciators argue that one
rather than an accounting problem. While created,
should have been accumulated and that failure to do so
it would be necessary to read the article to is evidence that the property has been milked through
excessive dividends. . . . For a concrete example,
fully understand its scope, it is hoped that consider
the history of the average gas company. It is
the reader will be able to gather a fair idea organized, capital raised, a plant constructed, the latest
and best types of apparatus installed therein, and mains,
from the following excerpts taken from services
and meters installed in the district to be served.
sections of the article as printed:
. They know that there will be wear and tear
The most serious menace to which investors in the which will involve repairs which as they are made, will
securities of public service corporations are exposed today and should constitute a part of the current cost of the
results from their failure to comprehend and to combat service. They know that such cost, as a matter of practice, is not, and should not be collected in advance, for
unsound and destructive theories of valuation, which,
when employed in the determination of the value of their the obvious reason that the earnings for each year should
properties for purposes of rate regulation, operate to bear the burden of the maintenance expenditures for each
confiscate a very substantial percentage of their invest- year, otherwise the statement of results of a year's operations, in so far as the revenue and expenses are concerned,
ment. . . . The advocates of the depreciation
is distorted. . . . They take no heed whatever of
theory would state the formula in this way: A unit of
future obsolescence or inadequacy for two reasons: first,
equipment costs 310,000.00; it had a life expectancy
when installed of thirty years; ten years have elapsed; because not being clairvoyants they cannot foresee when,
ten years is one-third of thirty years; one-third of $10,000.00 if ever, obsolescence or inadequacy in respect of any unit
is 33,333.33; this deducted from the "cost" leaves the of plant or equipment is going to occur, and, second,
"present value" of the unit of equipment as $6,666.67. because being business men, they know that when, if
. There are many engineers of honest intention ever, obsolescence or inadequacy does occur, it will result
who pretend, or even think, they have knowledge of this from an advance in the art or a development of the business which should and will, itself, take care of the loss
subject, who while competent in the ordinary branches of
involved in the displacement of the retired unit of plant
construction engineering are utterly lacking in a real and
or equipment. . . . Investors as a class engage in
fundamental understanding of this dangerous fallacy of
"theoretical depreciation." The problem is, in fact, not public service enterprises because they deem them to be
one of engineering nor is it one that engineering training not only profitable but permanent. Money put into railroad construction, for example, can never be withdrawn.
fits an engineer to properly understand. The same may
be said of the accountant and his training. The subject To unmake a railroad would restore no amount of cash
to those who constructed it. It would require as much
is one primarily of applied economics and must be studied
money in the unmaking as in the making if not more.
from the standpoint of the mutual economic interests of
the consumer and the investor. . . . When the
Therefore, were it not for the permanent charservices of a professional depreciator are retained by a
acter of the public service business there would be no
municipality, it is in order that by the exploitation of
public service, because no investor would embark in it as
this theory of depreciation a reduction in the rates may
a business. . . . The cost of rendering the service
be effected, not because the service has in any way deterioincludes, of course, the cost of maintaining the plant and
rated, but solely because the plant and equipment em- equipment in efficient operating condition by repairs and
ployed in rendering it, while in every way was as good as
renewals, as well as the cost of amortizing the investment
new and functioning just exactly as well and possibly
in plant and equipment displaced from time to time in
infinitely better than when it was new, is De Facto
order to effect improvements and economies made possible
not B R A N D N E W . .
.
. The Modus Operandi
by the advance in the art of rendering the particular
of the professional depreciator, as stated, is to guess at
service in which he is engaged. . . . The amount
what he terms the "life expectancy" of the plant and which he. collects in excess of the cost of rendering the
equipment in service and having computed the percentage service, is his profit, to be disposed of as he may see fit:
of "expired life" he uses the same percentage to compute That is to say, he may pay it out in dividends or carry it
"expired value." He does not like to say "expired invest- in a surplus account or segregate it and carry it in a
ment." . .. . He sticks to value, because he knows
reserve account, or he may do all three of these things.

foregoing is the title of an article
TH Ewritten
by M r . George N . Webster,
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. The effect of the propaganda of the professional
depreciators and of the decisions of some courts and
commissions which have appeared to sustain it, have been
to render investors uneasy. . . . Confidence in the
stability of their investments is indispensable to the ready
flow of capital to meet the public demand for increased
and improved service and for the development of vast
territories at present without railroads, gas, electric,
telephone, or telegraph service. . . . The fact that,
as a matter of accounting practice, some companies have
a repair suspense account to equalize the annual charges
against the earnings, for repairs and renewals, is, of course,
a matter of no consequence whatever. Such accounts at
any given time may be either debit or credit accounts.
Since there is no sound basis in public policy,
law, economics orfinancefor collecting in advance of the
necessity for using the money, a so-called "depreciation
reserve," it follows that, where no such reserve has been
created, the investment remains unimpaired.
It may
even be assumed, in cases where, under a mistaken conception or under the compulsion of commission order, a
"depreciation reserve" has been created that, nevertheless, the investment remains intact. . . . An investor's property represents his investment and is in fact
his investment. It is immaterial that on the other side
of his balance sheet his investment is represented by given
amounts of capital stock, funded and floating debt, and
surplus and reserves. The aggregate of these corresponding with the aggregate of his assets, indicate his book
investment, which may or may not be his actual present
investment. In other words, if the land he owns has
substantially enhanced in value, its enhanced value
measures the amount of his investment therein. It is not
necessary that he sell it and buy it again and credit the
increment in value to his surplus account in order to
determine his actual investment.

M r . Webster claims that depreciation,
as used in his article, is confiscation and
doubtless his claim is correct; for depreciation in the sense used is not for the purpose
of maintaining the property, but of reducing the value so that a lower rate
for the service rendered may be established regardless of the ability of the
company to perform the service for which
it was intended. The value of a property,
so far as the return on the investment is
concerned, is the original cost, and a property should be given a rate for service that
will include a reasonable return on this
basis.
It is quite apparent that M r . Webster,
in bringing out the idea of depreciation,
as used for rate making purposes, has
beclouded the issue and has drawn the
conclusion that there is no such thing as
depreciation in the case of public utility
properties. His article would seem to lead
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to this conclusion. However, it may be
that he has used the word "amortization"
as synonymous with depreciation.
Depreciation is a problem that has confronted accountants and many others for
years and as yet has not been solved in a
satisfactory manner applicable to all kinds
or classes of property. While it is generally
understood that a "depreciation reserve"
should be provided by charges to income,
the fact remains that there is a vast difference of opinion as to what constitutes
depreciation. The word implies a lessening
of value, and as used in this connection
would mean a lessening of the value of a
property as represented by the investment.
A "depreciation reserve" as understood by
accountants is not for the purpose of setting up a reserve for the retirement of
capital, but for preserving the property
value as represented by the capital i n vested. A property may be maintained up
to full operating efficiency.
The fact
remains, however, that units of property
are constantly wearing out and are not
covered by ordinary maintenance.
The
method whereby this wasting of assets
may be taken care of in current operations
is the question that has not been decided.
The purpose of a depreciation reserve
is to provide for the replacement of
units of a property at the time they are
to be retired from service, through wear,
obsolescence, inadequacy, casualty, or
other causes. That the charges to current
operations with a corresponding credit to
this reserve must be based on an estimate
is admitted, but because of this it is not
admitted that a reserve should not be
created. The fact that this reserve is based
on an engineer's estimate of the probable
life of the unit gives it the necessary authority, as past experience in different classes of
operations has given a fair basis on which
to determine "depreciation." If no consideration is given the question of "depreciation" it would mean that the entire cost of
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replacing a unit of property must be
charged to operations during the period in
which it occurs. On the other hand, the
consideration of "depreciation" in the
accounts assumes that maintenance costs
that cannot be localized will be spread over
the life of the unit. A satisfactory system
of accounting must recognize all interests
involved in a business. It is not enough to
maintain a property to full operating efficiency. Consideration should also be given
to the wasting of assets through wear
or other causes.
It is the function of
accounting to insure the correctness of
current statements. This can be done with
greater certainty by means of a "depreciation reserve," than by the more or less arbitrary method of charging the full amount
of replacements to operations at the time
they occur.
M r . Webster does not admit depreciation as a charge to maintenance on the
assumption that it must necessarily be an
estimate; he however, assumes that the
property will be able to take care of renewals when the actual charge is made necessary, and in this he estimates the future
earnings of the property. During the period when no provision was made for
depreciation to cover renewals, the property presumably showed a fictitious profit.
This profit has doubtless been distributed
as dividends and when the time for renewals arrives the company will be compelled
to discontinue dividends, when as a matter
of fact the property has never actually
earned a dividend.
That depreciation was given little, if
any, consideration by public service corporations until recent years, was due to
the method of construction and financing.
In the case of electric railroads the question of depreciation was lost sight of in the
effort to build a road and have it in operation, so as to show an earning, as soon as
possible. This method resulted in cheap
construction, with inferior and imperma-
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nent materials. Operation before completion resulted in the absorption of early
maintenance in construction charges. It
was not long before units of the property
needed replacement, heavier rail, steel
bridges in place of wood, change of grade,
wider roadbed, ballast, heavier cars, additional power plant, buildings and equipment, all of which was charged to construction with no consideration given to
the original cost or to depreciation.
Most electric railroad corporations of
today are the result of consolidations of
smaller properties. It was the custom to
organize a company and after the road
was in operation to consolidate with
another, which in turn was again consolidated.
This process may have been
continued through several consolidations,
each one adding a certain amount of
securities for rehabilitation and deferred
maintenance. The result of this method
so burdened a property that it could not
earn a fair return on the outstanding
capital.
It frequently happens that a
receiver is appointed, the company reorganized and the investors obliged to
stand the loss, and this process may have
to be repeated before the company can get
its property on a basis on which it can earn
a fair return.
Had depreciation been given consideration many electric roads would not have
been built and those that were would have
been properly constructed.
It is only
within the last few years that depreciation
has been given any recognition by electric
railroad corporations. This was brought
about by the inclusion of this account in
the Interstate Commerce Commission's
"Classification of Accounts for Electric
Railroads."
Investors have come to realize that a
property must be maintained out of
earnings.
For this reason electric railroad mortgages of recent years contain
a clause that a certain percentage of
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gross earnings must be reflected in the
maintenance accounts for each year and
the balance not actually expended set
aside for future use. This provision is a
safeguard for the investor who buys the
company's bonds, as it contemplates the
keeping of the property in an efficient
operating condition.
As depreciation is a maintenance charge
managers frequently object to it on the
theory that having maintained the property up to the standard of operating efficiency there is no such thing as depreciation.
The investor in electric railroad
securities, however, has learned to take a
different view; hence the provision for a
definite percentage of gross earnings which
must be provided for maintenance, in electric railroad mortgages. Railroad mortgage bonds cover specifically described
items of physical property. Should this
property be allowed to deteriorate the

105

value of the bonds would be decreased
accordingly.
The investor, then, must
recognize that ordinary maintenance does
not fully protect his property and it is for
this purpose that a depreciation reserve
should be provided to replace the wasting
assets.
While there can be no argument against
the statement that "depreciation," as used
in rate making cases, operates as confiscation, yet it might be well to consider the
origin of this method. When a public service corporation entered into a rate case, it
could not substantiate the cost of its property from its own records. For this reason
the above method was first used and for
the same reason it is still continued. If
this method is to be discontinued it
behooves public service corporations to so
keep their records that they can determine
the actual cost of their properties.

Supplementing Supervision
is to be presumed that the public
IT accountant
who is retained by a client
to undertake an engagement will make
every effort to serve the client faithfully
and well. If for one reason or another it
is necessary or desirable to delegate the
work of carrying out the engagement in
whole or in part to representatives, the
presumption follows that the accountant
will so plan, regulate and keep in touch
with the work of such representatives as
to satisfy himself that the work has been
carried out in accordance with his ideas.
Such being the case he is in a position to
adopt the work as his own.
In an ideal system of supervision, operating as planned, there would be little need
for the representatives to do more than
follow instructions.
The plans of the
principal would be thoroughly comprehensive. The regulation would be auto-

matic. The contact would be as frequent
and continued as needed.
But practical conditions and the frailties
of human nature constitute variables which
interfere with ideals. Sufficient foresight
or lack of knowledge of some situation may
affect the plan for the execution of the
work. Unforeseen difficulties may get in
the way of regulation or prevent the contact which is desirable.
So the representatives, through the failure of real and ideal to coincide, gain the
opportunity to become co-operative parties
to the scheme of supervision. When the
plan for work shows signs of breaking down
theirs is the privilege of bringing the
matter to the attention of their principal.
When some new development grows out
of the situation at the instance of the
client, theirs is the duty of consulting those
who are responsible and involved.
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Delegation of representation in an organization like this one runs down a distinct
line. The firm delegates the execution of
technical work to managers; managers to
supervising accountants. So it runs on to
in-charge accountants, senior assistants
and junior assistants.
There sometimes arise instances in which
clients will take up with accountants at
work on engagements matters relating to
additional work or work not comprehended
in the original engagement. Recently, for
example, an in-charge accountant, while
working on an audit, was asked by the
client to prepare the Federal tax return.
The client, apparently unaware of the
intricacies and time involved in such procedure, expected such service as a part of
the regular audit. The accountant, assuming that the client expected to be charged
for the service, complied with the request.
The client upon receiving the bill took
exception to the charge for tax work on
the ground that it was not made clear to
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him at the time of the request that he
would be expected to pay for such work.
This illustrates the point that while ideal
supervision would perhaps have disclosed
the fact that the accountant was engaged
in tax work, he should, without waiting to
be discovered engaged in such work, have
taken up the matter with the office to
which he was attached. A n y doubt in his
mind as to proper procedure might then
have been dispelled. The chances are that
the question of whether or not the service
was to be rendered without compensation
would have been taken up with the
client.
Accountants should not depend too
much on supervision. They should try at
all times to tie in with it. Some one in
authority is always available to give advice
on perplexing questions. The arduous task
of supervision may frequently be lightened
if accountants will bring their problems to
the attention of those who stand ready to
help them.

Accountants and Accountants
of most modern authors
IN onthethewritings
subject of accounting there is a
note of seriousness which indicates the
responsibility which such authors feel in
attempting to develop an authoritative
literature.
It is, therefore, refreshing
when one runs across a bit of writing,
which, whether or not so intended, stimulates his sense of humor and produces a
flash of amusement.
Such is the effect of a passage written
by Marshall M . Kirkman, for many years
prominently identified with the accounting
affairs of the Chicago & North Western
Railway Company, and appearing in his
book, " H o w to Collect Railway Revenue
without Loss," which was issued in June,
1885.

We reproduce it herewith hoping that
it will prove both interesting and edifying.
"Every accountant finds it necessary
to teach patiently and with infinite labor
the little devices and forms which he
has instituted for guarding the treasures
that he must account for. The alteration
of one cog in the wheel he has so laboriously constructed involves a re-arrangement and the tightening up of all the
other cogs, otherwise the whole will fall to
pieces. This he knows and hence one of
the reasons why he abhors change. The
adaptability and simplicity of the devices
introduced by him in order to accomplish
particular results are often wonderful.
On the other hand they are sometimes
inadequate, perhaps cumbersome, often-
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times silly. They are equally dear to him,
however, in either case, particularly if the
outgrowth of his own effort. The peculiarities of the accountant we observe in
all men of isolated or sedentary habits;
intercourse with the world and active
competition in its affairs teaches toleration
and excites scepticism in regard to the
superior excellence of particular forms.
The true accountant is apt to be intolerant, but is not sceptical; he never feels
any qualms of conscience. His rest is
never disturbed with direful forebodings
as to the value of the particular methods
employed by him. Wrapt up in the
impenetrable darkness of isolated knowledge he eats and sleeps well, and dies full
of years, content with his record, and
happy in the consciousness that no one
will ever be quite able to fill his place.
This singleness of purpose and devotion
to particular ideas, however few and
limited they may be, is an evidence of
trustworthiness not to be overlooked or
lightly regarded in selecting an agent to
examine into the details of our affairs, to
watch the incomings and outgoings, and
notice the measure of faith observed by
those in charge. Such men are to be
trusted; not for advice perhaps, but to
record details; not for entrapping lions,
but for snaring hares. Preferring the
right but quick to feel that the responsibility does not rest with them, they are
amiable and acquiescent in every reasonable contingency of life. There are accountants and accountants. Some are so
from necessity, others from choice; to the
former the duties are abhorrent, to the
latter exhilarating. Anybody may become an accountant; not everyone may
escape becoming one. The office affords
bread and raiment however scant, and is
better than the open street; it is an eddy,
a whirlpool from which escape is i m possible. Like the toad at the bottom of
a well, the occupant observes the light,
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but does not feel any of its warmth. He
sees the world through a window, small and
dim at best, in which the panes are filled
with curious eddies and deflections that
oftentimes dwarf the passer by and cause
his features to assume innumerable grimaces; to open the window is to invite the
draught. The active currents of the world
benumb his faculties. The cage is his
normal abode. Within it he feels secure,
outside of it he walks like one who does not
fully understand the use of his legs or why
he has them. There are many different
kinds of accountants. A l l , however, possess certain general characteristics. The
accountant whom we love is he of the
expectant manner and watchful eye, who
anticipates our slow speech, and is continually and remorselessly snubbed for
his pains. This man bothers us, but we
love him, and give him the preference
above all others, because a nod brings
him, while a frown causes him to retire with headlong precipitation. The
ideal accountant whom nobody likes, is
full of inconsistencies; he is unlovable,
oftentimes gloomy, habitually forbidding,
filled with forebodings, frequently selfish,
pugnacious, laborious in his methods,
oftentimes dyspeptic. He cares nothing
for men, they are to him like the various
headings on his books, animate today,
dead tomorrow. T o him the acts and
records of men are but reproductions of
the account-current, written with different
kinds of ink, blotted, altered in many
parts, seamed with erasures, interlined,
incorrectly balanced, rarely perfect. Nevertheless he believes in ideal perfection,
technical goodness, abstract honor. He
is the terror of the sinister and the designing; they blackguard him when he is
absent, and nudge one another when he
passes by; but to him, personally, they are
always respectful. The bolder attempt
occasionally to terrorize him, and afterwards, as his reticence is proverbial, they
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recount how abject he was. But of this he
cares little. He becomes accustomed to
misrepresentation; it is part of his daily
life. He bears his defamers no malice;
strange inconsistency; to him men are
nothing but figures, to be kept in line,
properly marked off, added up and balanced. He has followed too many funeral
processions, not to realize the shortness of
business success and its futility. He
strives to please and would like to be a
favorite, but unknown to himself does not
possess a single element of popularity.
This causes him to wonder and he frequently resolves within himself that he will
cultivate the art. He would like to be on
good terms even with the worst; but strive
as he may he seems instinctively to antagonize the greedy, the lying, the selfish
and the ambitious who use the opportunities of others to aggrandize themselves.
W i t h an inanimate eye and leaden face his
countenance frequently belies his heart.
Outwardly cold, restricted in his sympathies, isolated, unknown, neglected, poorly
paid, without support, often at war with
his neighbors, sometimes in the open field
and sometimes in the bush, he pursues his
way, expecting little and receiving less.
His mind is devoted to his business and
to the greatest and best that is attainable
in connection with it. Such is the ideal
accountant, whether in the banking house,
merchants' counting-room or the railway
company's office."

It is with regret that announcement is
made of the closing of Charles Waldo
Haskins Institute on September 24, 1920.
The small response to the offering of
courses, together with certain questions
of ethical publicity raised by the American
Institute of Accountants, made the carrying forward of the project inadvisable.

THE
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A Step F o r w a r d
following excerpt is quoted from
Chicago Commerce, the organ of

the

Chicago Association of Commerce.
"The question of whether Chicago business men are taking their inventories at
the best time has for some months been
under consideration by a special committee on Inventories appointed by the
council of the Ways and Means committee,
the chairman of this special committee
being George W . Rossetter. A t a recent
meeting of this committee it was agreed
that a great many concerns are taking
inventories at a period of the year which is
not the best for them, and it was also
agreed that an inventory should be taken
and yearly statement prepared at that
time of the year when would be reflected
most truly the actual conditions of the
business. It is further agreed that beside
any individual business affected by a
change of policy other interests would be
helped by a distribution of inventory dates,
and among these would be lawyers, bankers, accountants and the commissioner of
internal revenue.
"Against adoption of January 1 as an i n ventory taking date these six reasons were
advanced: Interference by cold weather;
closing of the plant at the busiest period
of the year; large number of men required
to inventory a large stock; greater liability
for error in greater amount of goods;
when stock is lowest the most desirable
financial statement can be prepared, desirable that the commissioner of internal
revenue have income tax reports coming
in throughout the year rather than all in
one group.
"Having come to such conclusions as
these and feeling that the facts should be
brought before the membership of the
Association, the committee on Inventories
decided to present its findings to the
various subdivisions and to publish them
in these columns."
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The Inevitable Loss
, according to economic lore,
PR IareC E Sfixed
by demand and supply.
Under conditions of free competition, an
increase in demand for a commodity, without a corresponding increase in supply,
causes the price to move upward. On the
contrary, any falling off in demand, unless
accompanied by a decrease in supply,
tends to result in a reduction of the price.
In discussions of cost accounting, the
assertion is frequently made that prices
are fixed by adding to cost a percentage
for profit; an assertion which by itself
seems entirely logical. A question as to
the accuracy of the statement arises, however, when an effort is made to reconcile
it with the economic law previously stated.
The conflict seems to center around the
use of the word "fix." T o " f i x " a price in
the sense of regulating or controlling it is
one thing. T o " f i x " a price in so far as
setting or announcing it is understood,
is an entirely different matter. The
economist uses the word in the first sense;
the cost accountant in the second.
The producer may set the price on his
goods. If he is possessed of any business
judgment whatsoever he will be governed
by the market conditions and guided by
the market price. Hence, it will be seen
that the regulation of prices is not in the
hands of any individual producer but is

regulated by the forces of demand and
supply.
It is interesting, therefore, to see
what effect the present falling market will
have on the individual producer. -First, he
will be forced to take less for his goods.
His margin of profit will be first attacked.
As the price falls his margin of profit will be
gradually reduced until cost is reached.
If the decline continues below that point
he will sustain an actual loss instead of a
reduction in, or failure to realize at all, an
anticipated profit. As the price recedes
below the point of cost, the loss increases.
It is of course superfluous to say that no
merchant relishes having to sell goods at a
loss. On the other hand he is, on a long
continued falling market, practically estopped from resorting to the alternative
of withdrawing and withholding his goods.
If he ceases to sell, his direct or trading
loss will stop, but his overhead will develop
into an indirect loss which will cause him
at least to disorganize if he does not
liquidate. Liquidation holds no better
hope for him than continuing to sell at a
loss as long as the market is falling. He is
forced to go on if he is to continue his
economic existence.
Tracing back to the cause of his loss it is
apparent that the combined cost of his
materials, labor, and overhead is more than
109
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the price at which the consumer is willing
to buy his product. He is burdened with
the goods and must take what he can get,
hoping to replace his stock with lower
priced material, labor, and overhead which
he may sell later at a profit.
The purveyors of the materials and
labor, and the articles and services which
comprise the overhead cost must in turn

December

accept lower prices in order that commodities may be produced on a profitable basis.
The laboring man like everyone else must
bear his share.
Transition to a lower price level cannot
be accomplished until every individual
sees the light and is willing to accept his
share in the inevitable loss which must
result from such change.

Comparative Statements
By J . M . PALEN, of the N e w York Office

A

C O M P A R A T I V E statement is one
which shows the figures at one date
or for one period and the increases and
decreases therein as compared with the
figures at another date or for another
period, which may or may not themselves
be shown.
Undoubtedly, many opportunities for
valuable service to our clients have been
lost through failure to show such comparisons in our reports. In our concern
over the verification of figures we sometimes forget that the most important function of all statements is to serve as a guide
in the administration of business.
T o an executive the comparative balance
sheet is invaluable. From it he may
read not only the present financial condition, but the general trend of his business.
Among other things, it draws attention to
(1) relative efficiency of the financial management, as evidenced by changes in current assets as compared with current liabilities; (2) an unwarranted increase in the
amount of accounts receivable, which may
be due to careless granting of credits, poor
collection methods, or to a general credit
stringency, the latter being warning to the
client to provide against the day when his
own liabilities mature; (3) increases or
decreases in the amount of merchandise
stock on hand, which may indicate whether

stock is moving less rapidly or more rapidly
than in prior periods.
Equally valuable for administrative purposes, if not more so, is the comparative
statement of income and profit and loss.
The client is of course interested in changes
in his financial condition, but he is even
more interested in knowing how those
changes came about. I f he has increased
his profits he wants to know whether he
did so by reducing costs, or selling expenses, or administrative expenses, or by
an increase in the volume of business done.
If he has met with a loss he is even more
interested in knowing the reasons therefor.
A comment to the effect that the ratio of
selling expenses to net sales has increased
10.64 per cent. is not only more interesting
but vastly more valuable to him than the
knowledge that the aggregate of the balances of the accounts receivable is $4.72
less than the controlling account in the
general ledger.
In statements to be used for financial
purposes comparisons are even more i m portant, for frequently the banker has no
other means of knowing whether the
client's position is improving or the reverse.
Two advantages in the use of comparisons accrue directly to the accountant.
First, they draw attention to matters which
should be investigated. Unusual increases
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or decreases in specific items will stand out
sharply, and may, upon investigation,
prove to be the result of inaccurate recording or classification or of actual dishonesty.
Second, they furnish the accountant with
talking points for his report. They not
only bring out in bold relief the changes
which have taken place, but furnish in most
cases the explanation of those changes.
Where comparative statements have
not been rendered in previous reports and
no mention is made of the matter in the
engagement blank, it is advisable that the
accountant should ascertain, i f possible,
why such statements were not rendered;
or, if only the balance sheet has been made
comparative in the past, he should ascertain why a comparative statement of income and profit and loss was not rendered.
However, due regard should be given the
fact that there are cases where comparisons are of little value. There is no occasion for their use, for instance, in the case
of a bank or brokerage house, where an
audit is usually conducted for purposes of
verification only. Also, in rare instances,
the client does not care for comparative
statements because he has elaborate statistical data prepared in his own office
which include all the information our comparisons might give. However, in the case
of most manufacturing, mercantile, and
mining concerns their use will be found to
be highly acceptable.
Very frequently the client will appreciate comparisons even though it might be
necessary to qualify the statement with regard to the figures for the prior period by
reason of our not having audited the
accounts for that period, or as of the end
of that period.
A comparative balance sheet may show
the figures for both dates and the comparisons, in which case the title would be
"General Balance Sheet, December 31,
1920 and 1919, and Comparison." If the
figures for the prior date are omitted and
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only increases and decreases shown, the
title would be "General Balance Sheet,
December 31, 1920, and Comparison with
December 31, 1919." Similarly, statements of income and profit and loss would
be entitled "Statement of Income and
Profit and Loss for the Years Ended
December 31, 1920 and 1919, and Comparison"; or "Statement of Income and
Profit and Loss for the Year Ended December 31, 1920, and Comparison with the
Preceding Y e a r " ; or "Statement of Income and Profit and Loss for the Eight
Months Ended December 31, 1920, and
Comparison with the Corresponding Period
in the Preceding Year."
Clients generally like to see the figures
for both dates. Increases may be shown
in one column and decreases in another,
but preferably one column is used, i n creases being shown in black and decreases
in red.
In statements covering two or more
dates or periods, if, as is usually the case,
the primary interest is in the latest, that
date or period should be shown at the left
and the most remote at the right. When
the periods appear to be equally important,
the reverse order seems to be logical.
Also, when primary interest is in the
latest date or period, effect should be given
to any changes in the classification of
accounts by adjusting the figures for the
prior date or period in accordance therewith, so as to present a true comparison.
In regular periodical audit reports this
adjustment of prior figures should not extend to changing the surplus at the end
of the prior period, but in special statements it is often desirable to do so for the
purpose of applying surplus adjustments
of one period to the proper accounts of the
periods actually affected.
Occasionally it is desired to show the
percentages as well as the amounts of increase or decrease. The column headings
in such a case are usually as follows:
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Year ended Dec. 31, Increase or *Decrease
1920
1919 Amount
Percent.
*Typed in red.
In the comparatively rare cases where
it is desired to present on one sheet the
balance sheets for more than two dates no
comparison is usually desired. A n appropriate title for such a balance sheet would
be "General Balance Sheet, December 31,
1920, 1919 and 1918." A statement of
income and profit and loss prepared upon
a similar basis would be entitled "Statement of Income and Profit and Loss for
the Years Ended December 31, 1920, 1919
and 1918," or, "Statement of Income and
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Profit and Loss, by Years, for the Three
Years Ended December 31, 1920." If an
examination had been made for the entire
three years and it were desired to show
amounts in total as well as for each of the
three years the statement would be called
"Statement of Income and Profit and Loss
for the Three Years Ended December 31,
1920." A statement covering the period
from September 1, 1918, to December 31,
1920, and showing also the average per
annum would be entitled "Statement of
Income and Profit and Loss, by Periods,
from September 1, 1918, to December 31,
1920, and Average Per Annum."

Gleams of Recognition

T

H O S E who have the interests of the
accountancy profession at heart
should experience a sense of gratification at
references which are now frequently made
to the useful and important place occupied
by public accountants in business affairs of
the day.
M r . Julien H . H i l l , in a paper entitled
"Information Desired by the Banker," read
before the Virginia Society of Public
Accountants, September 4, 1920, and reproduced in the November, 1920, number
of The Journal of Accountancy, pays compliment to the profession as follows:
The banks of this country are becoming
more and more dependent every day on your
profession and we often wonder how our business was conducted without you. . . . The
audited statement is daily growing in importance in determining the extension of credits,
but there are thousands of concerns which
have yet to appreciate the advantages accruing to themselves as well as to their banks,
and I do not hesitate to tell you that we are
daily advocating the value of periodical audits
by certified accountants, and I rejoice to see
that even among the smaller banks the audited statement is now recognized as of first
importance. . . . And a closer relationship
between the men of your profession and of

ours cannot but tend to safer and saner business methods and constructive work along
many lines.
The Wall Street Journal, exercising its
editorial prerogative of criticizing public
affairs, said on November 20, 1920, regarding Admiral Benson, who assumed the
chairmanship of the United States Shipping Board:
Admiral Benson was not responsible for
the mistakes, and worse, which characterized
that Board's inception and operation during
the war and after the armistice. But he
should have known what sort of task he was
undertaking when he took up the chairmanship of the Board. . . . A n officer appointed
to the presidency of a large corporation which
had drifted into such condition as the Shipping Board was in when Admiral Benson accepted its direction, would, with the backing
and approval of the stockholders, have had
an accountant's examination of the whole
concern. This would be his manifest duty,
not merely to the stockholders of the company
and its creditors but to himself, as an act of
the commonest self-protection.
From the point of view of accountancy,
perhaps the most significant fact is that the
suggestion comes from a newspaper with
the standing of the Wall Street Journal.
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Further, a suggestion which probably
ten years ago would not have occurred to
a newspaper editor, now comes forth quite
naturally and easily and apparently without question as to the propriety thereof.
That the need for the accountant and
his proper place are more in the minds of
persons generally than ever before is evidenced by comment of M r . Meier Steinbrink, recently appointed associate counsel
in the conduct of an inquiry into New
York C i t y contracts, which appeared in the
New York Times of November 24, 1920:
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Experience in past investigations has taught
me that where, as here, much might depend
upon bookkeeping and accountancy (accounting), it is of great importance that the accountant be one wholly unconnected with any one
involved in the controversy and at the same
time one whose name would command respect.
The signs of the times point to a more
general recognition of accountancy. It
devolves upon the members of the profession to accept, take advantage of, and
justify the recognition by a constantly
improving grade of intelligent work.

Completing the Work
discussing the technique of accountIN ancy
practice, the question frequently
arises as to whether it is desirable to finish
the field work, get away from the client's
office as soon as possible, and prepare the
report in our office, or to complete the
report in the office of the client.
The latter method has many advantages and as a rule no disadvantages, and
has been for many years the well settled
policy of our firm.
The frailties of human nature render it
well nigh impossible to cover, during the
course of the field work, absolutely every
point and anticipate every bit of information, which may be desired at the time of
writing the report. It is, therefore, desirable that at such latter time all data and
information shall be easily accessible.
Such accessibility is facilitated when the
report is written in the office of the client
or place where the field work has been performed.
It is not expected, of course, that the
client or his employes will be bothered a
second time for records or information
once supplied unless unavoidable; and the
fact that the report is to be written on the
premises, so to speak, should offer no excuse for carelessness or dilatory tactics in
obtaining necessary information during

the course of the field work. It does tend
to the production of a more comprehensive
and satisfactory report when the author
is in a position to clear up doubtful points
or supplement the information already
gathered, as he gives thoughtful consideration to the preparation of the report.
Such procedure is also desirable from a
psychological point of view, as it brings
to the attention of the client most of the
time involved in the execution of the
engagement.
Clients sometimes appear
to have the impression that the engagement consists solely of certain field work.
They do not give consideration to the fact
that the presentation of results is often
of as much if not more importance than
the verification of the figures on their
books and records. They are, therefore,
surprised when the charge against them
includes time not spent in their offices.
For the above reasons, as well as others
which might be mentioned, the firm has
always considered it imperative that all
exhibits, schedules, and comments, including the verification of all data in the comments, be completed according to the best
judgment of the accountant in charge
before he leaves the office of the client or
other place where the examination or audit
has been made.
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The Misleading Dollar

T

H E dollar is in trouble. Its integrity
as a medium for the expression of
financial value is assailed. Changing economic conditions are responsible. Due to
the general rise in the price level of commodities the dollar is no longer trustworthy as an index to conditions.
W i t h the increase in prices the purchasing power of the dollar has declined. It
represents to-day only from a third to a
half the quantity of a commodity which
it did five or six years ago. Hence, it is
unsafe for comparative purposes.
Formerly, an increase in the inventory
figure on a comparative balance sheet
meant an increase in the quantity inventory. From the latter inventory, taking
into consideration the average stock and
average volume of sales, a conclusion
might have been reached as to whether or
not the management responsible for a
given enterprise was maintaining a rational
position with regard to the amount of
capital invested in the stock of merchandise.
To-day, unless the increase in the price
level is taken into consideration, any
attempt to use the figures representing
values as a basis for comparison is filled
with danger.
A striking example of the dollar fallacy
for comparative purposes is brought out
by M r . O. P. Austin, statistician of The
National City Bank of New York, in an
interesting article on Foreign Trade which
appeared in the October, 1920, issue of
The Americas, a publication of The N a tional C i t y Bank of New Y o r k .
A list of the principal
United States expressed in
and comparing the 1920
similar period for the year
following:

exports of the
terms of dollars
period with a
1914 shows the

1920
1914

$5,473,563,755
1,667,448,585

Increase
Percentage of increase

$3,806,115,170
228.2

The same list is compared on a quantity
basis with a somewhat different result:
1920
1914

Pounds 148,693,415,297
110,408,739,580

Increase
Percentage of increase

38,284,675,717
34.6

In attempting to interpret the significance of an increased inventory it is necessary therefore to take into consideration
the quantities involved. Dollars for comparative purposes, where quantities enter
into the situation, are misleading and dangerous.
The application of the quantity test is
not always practicable in accountancy
engagements because of conditions, or of
the time required. It is sometimes possible, on the contrary, to test the major
items in an inventory using the prices in
force previous to the upward trend of the
price level. For example, taking the quantity exports of the United States for the
year 1920 and comparing them, at 1914
prices, with the value of exports in 1914,
produces the following results:
1920—148,693,415,297 lbs.
at 1914 prices. . . $2,245,567,958
1914
1,667,448,585
Increase
Percentage of increase

$578,119,373
34.6

It is axiomatic that unlike things may
not be compared. T o compare dollars at
two dates when there has been a change in
the value of the dollar during the period
intervening between the dates is to compare unlike things. The result cannot be
otherwise than misleading.
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The Client's Needs

A

N article, entitled "Accounting Data
as a Basis for Administrative Judgment," which appeared in the October,
1920, number of the Bulletin, pointed out
the advantage to clients of reports containing to a reasonable extent statistical
and interpretative data. In reviewing the
current accounting and financial literature
one sees an increasing tendency to seek out
the meaning of figures and to make them
useful as a basis for administration.
The average accountant has been slow to
take his place as an interpreter of results.
He has been restrained perhaps by his
modesty and his desire not to overstep the
bounds of what he regards as his proper
function, namely, to prepare and present
the financial facts, leaving to the person
who peruses the information the task of
interpretation and use.
But the fallacy of his position is becoming apparent. Frequently of late, those
who have occasion to use his reports have
pointed out to him their desire to have him
broaden his function. They have almost
put the matter up to him as a duty.
M r . Julien H . H i l l , President, National
State and C i t y Bank, Richmond, V a . , has
contributed a valuable bit of information
on the subject in the following:
I might add that many of the banks, in
their analyses of statements, frequently determine for their own purposes, ratios of (a)
worth or capital to fixed assets (to determine
if too much capital is invested in plant); (b)
receivables to merchandise (as merchandise
converted into receivables takes a profit into
the statement); (c) sales to receivables, to
gauge the promptness of collections; (d) sales
to merchandise, to ascertain the turnover;
(e) sales to worth, to show the turnover of
capital; (f) profits to sales, for obvious reasons.
I mention these ratios because of the assistance they may render your client if made a
part of your statement from year to year.
While, of course, in using them for comparative purposes, the ratios with which they are

compared are determined by us from statements of other customers in similar lines of
business, which we have on our books, you
can readily see that with the much broader field
represented by the many examinations that
you make in various lines you are able more
nearly to get the barometric figures. Such
figures for qualitative purposes in your reports should invariably work to great advantage to your clients.
Apropos of the banker's desire with regard to reports, M r . H i l l said further:
Close attention should be paid by you to the
methods of determining the inventory figures
given you (and I hope the time will come when
the cost of an appraisal by experts, associated
with you, will not be prohibitive). When the
inventory is not made directly under your
supervision, you can greatly assist us in your
comments, in telling us, first, how it has been
reported to you that the inventory has been
taken and whether in your opinion the
methods used tend to accuracy. When a partial checking (as to larger items by means of
invoices, for instance) is made by you, it
should be so stated in your essay. Frankly,
I think you owe it to yourselves, to your
client and to his bank to be explicit on this
item, especially if you have any reason to
suspect in any degree overvaluation or undervaluation of merchandise of whatever nature.
And in these days of transportation difficulties,
with goods to be paid for long before arrival,
please tell us about goods in transit.
Again the tendency toward statistics
as a means of measuring certain aspects of
financial condition is brought out in the
November, 1920, number of The Credit
Monthly. The article is entitled, " N e w
System for Analysis of Financial Statements" and is credited to Robert Morris
Associates, Alexander Wall, Secretary.
The statistics involved are as follows:
(1) The ratio of receivables to merchandise,
indicating the dollars receivable for every dollar of merchandise inventory. The addition
to the assets of a profit item in receivables not
offset by any operating cost or borrowing
necessity, tends to raise the proportion as
between current assets and liabilities.
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(2) Ratio of worth to fixed or non-current
assets, indicating dollars of worth, or stockholders' investment tied up in plant or noncurrent investment. A comparison of this
ratio year by year may help to check undue
plant expansion that leads to unproductive
capital and increased overhead in slow times.
(3) Ratio of sales to receivables, indicating
the dollar of sales per year for every dollar
carried on books as receivables. The higher
this ratio, within reasonable bounds, the
fresher and more desirable an asset become the
receivables.
(4) Ratio of sales to merchandise, a test of
the freshness and salability of the merchandise.
(5) Ratio of sales to worth, indicating the
normal activity or turnover of investment
funds.
(6) Ratio of debt, both current and funded,
to worth, indicating the proportion that
exists between the money loaned the company
and that invested by the stockholders.
(7) Ratio of sales to fixed or non-current
assets, showing the comparative earning
capacity of plant investment.

In comparing these statistical specifications with those of M r . H i l l above mentioned it is interesting to note that with
respect to the first five items they are
identical. This indicates apparently that
various minds are working along the same
lines and that ultimately some concensus
of opinion will be reached as to the particular statistics which will in a majority of
cases be the most useful.
It is perhaps to be regretted that accountants generally have not taken the
lead in matters of this kind. On the other
hand it is helpful to have an indication
such as is conveyed from several sources
as to the needs of clients even if such need
is interpreted by third parties.
A word of caution to accountants may
not be out of place here. Statistics at
times serve a very useful purpose. They
are not always appropriate. The same
kind of statistics is not indicated in every
case. Circumstances should govern their
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use. The compilation of statistics often
consumes a large amount of time. T o rush
in, on every occasion, and compile all
known statistics is ill advised. Each situation should be studied as to its needs. The
right kind and quantity of statistics should
then follow.
We announce the opening of an office
in Salt Lake C i t y on November 1, 1920,
and the appointment of M r . W . M .
McKendrick as manager.
M r . J . A . Padon, manager of our Tulsa
office, has accepted an invitation from
the Tulsa Y . M . C . A . to conduct a course
in accountancy during the coming winter.
Additions to the Library, November, 1920
Academy of Political Science.

Inflation

and

high

prices: causes and remedies; edited by Henry Rogers
Seager. New York, The Academy of Political Science,
Columbia University, 1920. 144 p.
American Academy of Political and Social Science.

Prices. Philadelphia, American Academy of Political and
Social Science, 1920. 289 p. (The Annals, v. 89.)
Annin, Robert Edwards. Ocean shipping: elements
of practical steamship operation. New York, The Century Company, 1920. 427 p.
Bigwood, George. Cotton. New York, Henry Holt
and Company, 1919. 206 p.
Carnegie, David, and Gladwyn, S. C .

Liquid steel:

its manufacture and cost. Edition 2, enlarged. New
York, Longmans, Green and Company, 1918. 526 p.
Gerstenberg, Charles William.

Syllabus of corpora-

tion finance. New York, Prentice-Hall, Inc. (c. 1919).
61 p.
Hager, Dorsey. Practical oil geology; the application of geology to oil field problems. Edition 3, revised
and enlarged. New York, McGraw-Hill Book Company,
Inc., 1919. 253 p.
Hoover, Herbert Clark. Principles of mining: valuation, organization and administration; copper, gold, lead,
silver, tin and zinc. New York, McGraw-Hill Book Company, Inc., 1909. 199 p.
Larson, Carl W . , and Putney, Fred S.

Dairy cat-

tle feeding and management. New York, John Wiley &
Sons, Inc., 1917. 471 p.
United States.

Department of Agriculture.

Regu-

lations for wool warehouses, issued July, 1920, under the
United States Warehouse Act of August 11, 1916, as
amended July 24, 1919. Washington, Government Printing Office, 1920. 31 p.
United States.

Federal Trade Commission.

Cost

reports of the Federal Trade Commission: Coal, No. 4, Alabama, Tennessee, and Kentucky, bituminous. Washington, Government Printing Office, 1920. 210 p.

